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PREFACE 


Knowledge and understanding of the fiscal practices and problems of 
the economically under-developed countries have been accumulating at an 
accelerated pace since the Second World War. Both national and inter¬ 
national agencies have responded to the spread of aspirations for more 
rapid economic development and to the specific requests of many nations 
for technical assistance in public finance. They have undertaken to examine 

anew the tax structures and budgetary systems of under-developed countries 

and to analyse the role of fiscal policy both in accelerating development 
oi their economic potential and in securing economic stability. 

This endeavour in technical assistance has taken many different forms 
and engaged the attention of many organizations and individuals The 
United Nations Secretariat--chiefly through the Fsical Division of the 
Department of Economic Affairs--has undertaken both country-by- 
country and subject matter studies. It has published Public Finance In- 
lormation Papers and more comprehensive Public Finance Surveys for a 
number of under-developed countries!/. Also under way in the Secretariat 
are studies of such subjects as taxation of agriculture, taxation of cor¬ 
porations, and taxation of foreign investment?', all oriented chiefly to the 
economically less advanced countries. 


The United Nations Technical Assistance Administration and special- 
^ed agencies like the International Bank for Reconstruction and Develop- 

deabn^Ionf 1 S °^r° ni f UC ^ ed numerous technical assistance field missions 
aeaiing with public finance problems either per se or as part of broader 

HZ ' „ 1C 8 , Urve y s - Thus > the United Nations has Sint missions to sixteen 
under-developed countries since the inception of its technical assistance 

been T “\ 19493/ - Numerous technical assistance missions have also 

examDle"the if t bila ‘ eral rather than multilateral auspices. For 

develLts^ U " Ued Sta tes has sent fiscal missions to a number of under- 

Soun? a nH° Un i rl f, S U , nd6r ltS technical assistance programmes. Private 

missioned*^ mdlviduals from more advanced countries have been corn- 

car rv™? ^ ^ g ° vernments of some of the less developed countries to 

194<nJ 1 surveys of their public finances. A catalogue of missions since 
1945 is presented in the Annexe. 

perie T n°ce b fw, t toge f ther ™ uch of the growing fund of knowledge and ex- 

exnerieLi 1 fr ° m 0,636 activities . ^ to facilitate an exchange of 
have f and a com Parative evaluation of techniques by experts who 

Fa"r; rr‘, ved ,echnicai „„ r 

Geneva f™ 8 ^ atlon wa s called in 1951. The Conference was held in 

Assists °Tj 16 - t0 25 July 1951 under the auspices of the Technical 

Denartrnp 6 ! Ad ”} mistr ation and was directed by the Fiscal Division of the 
P ent of Economic Affairs of the United Nations Secretariat. 


V See below p. 25 

2/ See below p. 25-26 

V See below p. 23 
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To serve the purposes of the Conference, participants were selected 
so as to represent both advanced and less advanced countries TheJ 
uicluded countries at various stages of development: Chile Denmark 

UnUeTst^^’Th^ 3 ’ Me ? ico ’ Sweden > Turkey, the United Kingdom and the 

taiatiln with IJ* ""I 1 " focus ofth e ten-day conference was on problems of 
axation, with special emphasis on personal income taxation taxation of 

business, capital gains taxation, net worth taxes, taxation of agriculture 
and the techniques of indirect taxation. One meeting of the Conference was 
devoted to the administrative problems of establishing and controlling 
central budgets. The Conference sought to contribute not only to a broaden¬ 
ing of the base of knowledge on tax and fiscal practices in under-developed 
countries but also to the development of standards and criteria which 
might serve as guideposts for future public finance missions. 

The following report is designed to present the thinking which has 
developed out of these technical assistance and related efforts. It takes 
into account also contributions of economists and public finance specialists 
of different countries who are re-examining the conceptual framework of 
taxation and fiscal policy in under-developed economies. 

Part One of the report reviews underlying economic and fiscal 
problems which have confronted both the technical assistance missions 
and the Geneva Conference. It goes beyond this review to examine fiscal 
principles and policies, especially in the field of taxation, which emerge as 
appropriate to the institutional setting of the earlier stages of economic 
development. Some of the problems and limitations encountered in at¬ 
tempting to transfer the fiscal experience of the more developed to the less 
developed countries are given particular attention. 


Against this background, Part Two opens with a note on the technical 
assistance activities of the United Nations in the field of public finance and 

proceeds to summarize the discussions at the Geneva Conference ac¬ 
cording to the agenda followed at the Conference. ’ 


The remainder of the report (Part Three) contains summaries of 
fiscal recommendations included in reports of selected technical as¬ 
sistance missions. A list of these and other missions which have been 
conducted in the field of public finance since 1945 is provided in an Annex 
Professor Walter Heller of the University of Minnesota acted as a 
consultant to the Fiscal Division of the Department of Economic Affairs 

in the planning of the report and wrote Part One, entitled "Fiscal Policies 
for Under-Developed Economies". 
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PART ONE. FISCAL POLICIES FOR UNDER-DEVELOPED ECONOMIES 

Section 1 . The Approach to Developmental Fiscal P olicy 

Fiscal policy, like other governmental policy, derives its meaning and 
direction from the aspirations and goals of the society within which it 
operates, of the people whom it serves. The aspirations of the peoples of 
the under-developed countries are clear: economic betterment and stability 
to provide the material soil within which human dignity and political free¬ 
dom can grow. These aspirations are reflected in the objectives of the 
Charter of the United Nations "to promote social progress and better 
standards of life in larger freedom ".I Pursuit of this end, in turn, in¬ 
volves acceptance of the following as economic objectives of tax and 
u getary policy. ( 1 ) to make available for economic development the 
maximum flow of human and material resources consistent with minimum 

current consnniption re q uireme nts ; (2) to maintain reasonable economic 

stability in the face of long-run inflationary pressure and short-run inter¬ 
national price movements; (3) to reduce, where they exist, the extreme 
inequalities in wealth, income and consumption standards which undermine 
productive efficiency, offend justice, and endanger political stability. 

These objectives are not basically different from the economic goals 
ot allocative efficiency, economic growth, stability, and optimum income 
distribution which guide fiscal policy in advanced countries on a free 
en erprise basis. Similarities in goals should not, however, be permitted 
o conceal the vast differences in economic conditions, in the cultural, 
legal, and political environment within which economic policy must operate,' 
an , indeed, in the state of development of the art of taxation and the' 
science of government. Failure to comprehend the nature and significance 

° a Se c ^ erences cou ld result - in fact, in the past sometimes has re- 
su e in mistaken and costly transplanting of inapplicable experience to 
e economies of under-developed countries. 

Before examining these differences more closely, it may be useful to 

soun a note of caution. Inevitably, to classify national economies into 

eveloped" and "under-developed" and treat them as two more or less 

omogeneous groups, does violence to individual countries in each group. 

e under-developed countries represent a wide band rather than a single 

o or on tne economic and fiscal spectrum - perhaps too wide to justify 

some of the generalizations that will be made in this report. Nonetheless, 

ere are significant differences between the bulk of the under-developed 

v ^° f mies and kjjlk of the developed economies. In spite of individual 

t t , a lons > it is n ot only possible to identify these differences but essential 

in h 6 Success of technical assistance efforts that they be given full weight 

hPvni agn °f lnK and seekin g cures for the economic and fiscal ills of under- 
ueveioped economies. 

Section 2. Fiscal Policy and Capital Formation 

a* ^ factors which give the tax and fiscal problem of the under- 
ped economies its distinctive character come to light in a considera- 

1/ Preamble of the Charter, paragraph 4. 
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tion of the central problem of capital formation, the main key to economic 
development. In a highly developed economy like that of the United States 
high average income almost automatically generates a large flow of busi¬ 
ness and personal savings. Fiscal policy for investment therefore consists 
largely m minimizing the interference of taxation with the incentives to 
absorb those savings in productive investment. Together with public ex¬ 
penditure policy, tax policy seeks also to reduce or offset the fluctuations 
in the volume of capital formation and the consequent destabilizing influence 
on the economy as a whole. Finally, tax policy concerns itself with the 
composition of investment, as for example, in the granting of preferential 
tax treatment to defense-oriented investment in foreign areas. 

In the under-developed economies, taxation is increasingly assigned a 
far more positive role in the process of capital formation and technological 
change. The reason for this is implicit in the extremely low levels of in¬ 
come and saving which serve as the source of capital formation. Annual 
per capita incomes in the Middle East, in Asia, and in Latin America are 
typically under 200 U.S. dollars, or less than one-seventh of the United 
States level and one-fourth of the Canadian level.1/ Propensities to con¬ 
sume out of these incomes are understandably high. Little remains for 
saving after meeting the pressing demands of sheer subsistence in the 
lower income strata and of traditionally lavish living, reinforced by the 
"demonstration effect" of American consumption standards, in the higher 
income strata. The ratio of net private savings to national income falls 
far short of the 10 to 15 per cent or even higher levels experienced in 
advanced countries under non-inflationary conditions. Even worse a con¬ 
siderable part of the meager savings is diverted into real estate and 
inventory speculation and the holding of precious metals, currency and 
foreign exchange. ’ 

In contrast with the 15 to 18 per cent of national income used for net 
private investment in the United States and Canada in recent years it 
appears that less than half of this proportion commonly prevails in the 
under-developed countries. Total home-vfinanced investment in India was 
recently estimated to be only about 2 1/2 per cent of the national income.^/ 

As a consequence, investment barely suffices to provide minimum shelter 
and equipment for the growing population. In contrast with increases in 
per capita real income from 1938 to 1948 of nearly 50 per cent in the 
United States and Canada and nearly 25 per cent in the Union of South 
Africa, per capita real income in Egypt and India did not appear to have 

increased at all; in fact per capita real consumption was somewhat lower 
than in 1938.3/ 

These countries are caught in the vicious circle of extreme poverty a 
circle proceeding from low incomes to high consumption propensities ’to 


1/ For detailed estimates and a discussion of the limitations of their use, see United 
Nations Statistical Papers, Series E, No. 1, National and Per C apita Incomes in 
Seventy Countries - 1949 (ST/STAT/SER. E/1. 20 September 1950) and National 
Income and its Distribution in Under-developed Coun tries (ST/STAT/SER. E/ 3 
9 October 1951). 

2/ Figures cited in E.M. Bernstein and I. G. Patel "Inflation in Relation to Economic 
Development", International Monetary Fund Staff Papers , Vol. II, No. 3, Washing¬ 
ton, November 1952, page 364. 

3/ Ibid. 
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low savings to low rates of capital formation to a continuation of low levels 
of Income. To break out of this circle, apart from foreign aid, calls for 
vigorous taxation and government development programmes; on this point 
expert opinion is nearing a consensus.!/ Fiscal policy is assigned the 
central task of wresting from the pitifully low output of these countries 
sufficient savings to finance economic development programmes and to set 
the stage for more vigorous private investment activity. 

The problem of capital formation in the under-developed economies, as 

it confronts public finance, breaks down into three main parts. The first 
concerns the financing of social overhead investment which must be under¬ 
taken directly by government. The second deals with an intermediate zone 
in which the actual investment projects are in private hands but the funds 
are made available through government finance. The third deals with the 
necessary incentives to private investment, both domestic and foreign, as 
they are influenced by taxation and other fiscal measures. In all three 
categories, government effort is directed toward maximizing savings 
mobilizing them for productive investment, and canalizing them so as to 
serve the purposes of a balanced development programme. 

The discussion which follows will not pause to spell out the extent to 
which a lack of knowledge of basic economic facts in many under-developed 
economies inhibits application of the desirable fiscal principles and policies 

herefore, it may be useful at the outset to emphasize the opportunity that 
exists here for technical assistance to reduce the institutional barrier of 
ignorance. Broadly conceived, the task consists in helping the developing 
country (a) to measure the resources potentially available and actually 
disposable for the development programme; (b) to assess the competing 

c ! aiI ? s ° n 01686 resources; and (c> to delineate the alternative ways in 
wnich the claims can be reconciled with the resources in an integrated 
development programme. Ideally, the formulation of fiscal policy for 
a anced and non-inflationary development should rest on a foundation of 
actual knowledge concerning not only national income and such components 
as private consumption expenditures, private investment, and government 
purchases of goods and services but also the flows of resources among the 
ey agricultural, industrial, and commercial sectors of the economy. A 
nowiedge °f these inter-sectoral flows, especially as they reveal different 
aHv tern j eoonomic relationships than those which characterize the more 
nr .™ ed economies, can avoid mistakes and suggest modifications in the 
infi^n ° f transferrln g fiscal policy experience (particularly in its anti- 

lm£rto ni V7 asp ® c , ts) from advanced to less advanced economies. Also 
po tant in establishing a sure-footed tax and expenditure policy are data 


^ f ° r ®*? mple ’ the di 8 °us 8 ionB by Ragnar Nurkse of Columbia University and 

the Amp • 6r ° f ^ International Bauh for Reconstruction and Development in 

592-7~- n - EC ° n0miC R ev‘™ | * 88ue °f May 1952, especially pages 583 and 

Countries —~ mS of Capitol Formation in Under-develop eri 

Cit 390 ^ 53: . the dl 8 CUS 8 i°n by E. M. Bernstein and I. G. Patel,q^. 

of Economic Dp" \ ' Var '° U8 United Nations studies, e. g. , Domestic Financing 
—-—__ye opment, United Nations Publications, Sales No.: 1951. IT B 1 

r-_i Ilf;::; 1 ' I-" 1 " 1 '""-' 1 in countries. Vots.iandll, United Nations 

“ N ”' n9 “' "• *• 1 ■"« ", B. and *. ,,e. m „,.d,„ 0 “ 

port. UnCC mi8810ns as summarized in Part Three of the present re- 
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on income distribution, balance of payments, price movements labour 
force, unemployment, and the like.!/ 

!• Financing government's share in economic development 

a. The role of government 

Perhaps the most striking feature of the capital formation process in 
the under-developed economy is the large and inescapable role that govern¬ 
ment must play in providing "social overhead capital" both as a direct 
instrument of economic development and as a prerequisite to increased 
participation of private capital in the development process. In economies 
at all stages of development, there are investment projects which are not 
inherently attractive to private investment, yet promise large social gains 
The unwillingness of private investors to offer their resources in spite of 
the large social gains involved may be based on any one of several grounds. 
(1) There may be a sharp divergence between the opportunity for private 
gain and social gain; the benefits confer red upon the direct recipient of the 
service, which are the basis for market pricing and private profits may be 
strongly supplemented by benefits to third parties, i.e., to society as a 
whole. Education, health, and sanitation measures clearly fall in this cate¬ 
gory. Such investment in the formation of human capital may pay rich 
social and economic dividends, yet provide no opportunity for private in¬ 
vestors to exact charges commensurate with the benefits or the costs. De¬ 
velopment of transport, soil improvement, and river development are ex¬ 
amples of physical investment which also fall at least partially in this 
category. (2) Returns from the investment may be too remote, too slow to 
materialize, to attract private investors. (3j The amount of investment in¬ 
volved in the project in question may be too large to be handled by private 
investors. Examples of the second and third categories are power installa¬ 
tions, river development,^and various conservation projects. 

A brief consideration of the relationship of these types of investment to 
the development process will make clear why governments of under¬ 
developed countries have to play such a central role in the capital formation 
process and why, in turn, the strengthening of the tax system to yield ade¬ 
quate revenues is of such primary concern. Apart from its direct contribu¬ 
tion to human well-being, the social overhead investment of government 
makes two essential contributions to economic development. First, large- 
scale improvements in health, education, and training expand productive 
capacity by increasing the stamina and strength of the workers on one 
hand and enlarging their fund of knowledge and skills on the other; this 
represents fully as much of an increase in the resources at the disposal 
of the economy as do investments which increase the fund of physical 
capital. Second, the foregoing increases in human capacity, combined with 
investments in highways, power projects, irrigation, and the like, provide 
the necessary economic environment - the external economies - needed to 
make private investments more attractive. Unlike investors in advanced 
countries, those in the under-developed economies cannot take for granted 
a supply of skilled and healthy labour, easy transport and communications, 


i J For a discussion of the relative usefulness of national income estimates and so¬ 
cial accounting data in a setting of economic under-development, see Dudley 
Seers, "The Role of National Income Estimates in the Statistical Policy of an 
Under-developed Area", The Review of Economic Studies, vol. XX (3), 1953 
pages 159-168. 
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availability of power and water, and readily available supplies of raw 
materials. The apparent profitability of many investments in such countries 
is therefore cut down by the large costs that have to be incurred either to 
develop these prerequisites to the productive process or to operate without 
some of them. By utilizing their fiscal power to produce these services, 
governments can provide many of the external economies needed to raise 
rates of return to levels which will attract private investors. 

b. Implications for budgetary management . 

The foregoing consideration of the relation of government outlays to the 
development process illustrates some of the difficulties involved in proper 
analysis and classification in governmental budget accounting. For example, 
outlays on teachers’ and doctors’ salaries, insect sprays, and medicines 
result in additions to the stock of human capital. Yet, they do not result in 
the creation of the depreciable assets which are admissible to government 
capital accounts. Related to this budgeting dilemma is thetendency to assign 
priorities to government projects on the basis of their financial return 
rather than their real return. From the discussion above, it is clear that 
the greatest real returns may be realizable in precisely those areas where 
there are no direct financial returns. Balanced economic development 
depends on assigning priorities to projects according to their contribution 
to the productivity of the economy rather than to their chances of being 
self-liquidating. Only where the financial returns add to the total resources 
available for developmental investment should the financial overtones 
affect the scale of priorities.!/ 

Like the Geneva Conference on Comparative Fiscal Administration and 
most of the public finance field missions in the past, this discussion con¬ 
cerns itself more with taxation than with techniques of budgeting. However, 
an analysis of the principles of budgeting - covering such subjects as com¬ 
prehensiveness in budgeting, the use of current and capital accounts, and 
revenue classification - has been made available by the United Nations in 
B udgetary Structure and Classification of Government Accounts 2/ published 
in February 1951. In addition, a technical assistance workshop on problems 
of budgetary classification and management was held in Mexico City in 
September 1953 for a group of Latin-American experts/!/ The brief con¬ 
sideration which the Geneva Conference gave to problems of budget manage¬ 
ment is summarized in Section C8 of Part Two below: 


J xteneive discussions of the principles which govern the planning of development 

Programmes and the participation of the government in them are contained in 

various United Nations studies, e. g. Methods of Financing Economic Development 

ijLjJnder-developed United Nations Publications, Sales No. : 1949. n. 

‘ 4 ’ E frmestic Financing of Economic Development, op. cit. , Measures for the 

conomic Development of U nder-developed Countries , United Nations Publica- 

10nS , Sales No.: 1951.13. B. 2 and Formulation and Economic Appraisal of De- 

plQ£ment Projects, United Nations Publications, Sales. No.: 1951. D. B 4 Vols 
I and n. ’ 

^ Nations Publications, Sales No.: 1951. XVI. 3. See also Government Ac- 

^gyitinfl and Budget E xecution. United Nations Publications, Sales No.: 1952, 
AvL 3* 

3/ See below, page 42. 
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c. Capacity for tax increases 

The pressing need for large government outlays for economic develop¬ 
ment strongly influences the approach to the problem of determining the 
appropriate level of taxation in an under-developed country. In a highly 
developed economy, tax policy tends to accept the level of expenditures as 
its revenue goal (modified, of course, by considerations relating to the 
levels of employment, prices, and economic activity). The sequence of 
decision tends to run from expenditures to taxes. But in under-developed 
countries the level of expenditures depends much more heavily on the ability 
of the tax system to place the required revenues at the disposal of the 
government. By the same token, the size of the government’s development 
programme depends in large part on the economic and administrative 
capacity of its tax system to marshall the necessary resources. In this 
sense, the sequence of decision tends to run from taxation to expenditures. 

Recognizing the strategic importance of an adequate flow of tax revenues - 
and the inadequacy of their own revenues - the governments of many de¬ 
veloping countries have sought to increase the proportion of national income 
collected in taxes. Much of the increased demand for technical assistance in 
fiscal matters since World War II apparently grows out of this desire for a 
more productive tax system. Under-developed countries are under no il¬ 
lusion that they can - or should - push their tax ratios of 10 to 15 per cent 
of national income to the 30 to 40per cent levels reached in such advanced 
countries as Austria, Belgium, France, Germany, the Netherlands, Norway, 
the United Kingdom, and the United States. But they are aware that even a 
modest increase in taxation may be able to finance a large percentage in¬ 
crease in a government’s contribution to the development programme. A 
country in which the share of the government sector in the gross national 
product is 12 per cent may be taken as fairly typical of low-income coun¬ 
tries.!/ If one assumes that not more than one-third of the government’s 
share is devoted to economic development, an increase of only 2 percentage 
points in the ratio of taxes to national income (to 14 per cent) would enable 
the government to increase its contribution to development expenditures by 
50 per cent. 

Does experience or informed judgment provide any reliable guide as to 
what level of taxation is appropriate for an under-developed economy ? 
Experience shows, first, that the less advanced the economy of a country, 
generally, the lower the ratio of taxpaymentsto national income. It shows,’ 
second, that through intensive administrative and legislative efforts (and 
in some cases, aided by favourable international market conditions or by 
foreign aid), quite a few less advanced countries have considerably in¬ 
creased their ratios in post-war years. For example, the Commonwealth 
Government of the Philippines increased its tax revenues by 80 per cent 
from 1950 to 1951. 

The judgment of technical assistance experts in public finance, as 
reflected in their mission reports and other writings, appears to be that 
most under-developed countries could increase the proportion of their 


1/ See the recent article by John H. Adler, "Fiscal Problems in Economic Develop¬ 
ment" in Rapports pour le Congrfes de Londres de l'lnstitut international de finances 
publiques, Paris 1951. In it, he concludes that for a number of under-developed 
countries, particularly in Latin America, "The share of the government sector 
in the gross national product, varies between 10 and 16 per cent and is in most 
countries not higher than 12 per cent." 


6 



national income taken by taxation without unduly disturbing the economy 
and perhaps even with positive gains in the face of inflationary pressures.!/ 
Yet where the optimum level lies permits of no doctrinaire answer. It will 
differ from country to country depending on the preferences of citizens, 
the administrative competence in government, the relative importance of 
existing tax levels on one hand and undeveloped external economies on the 
other as barriers to private investment, and many other factors. As re¬ 
gards taxation, one of the key factors is whether additional taxes can be 
so levied as to tap funds that otherwise would have gone into such channels 
as luxury consumption or socially unproductive investment or foreign ex¬ 
change hoarding, or whether they would simply displace private productive 
investment and essential consumption. No categorical answer can be given 
then, to this question: How far and how fast can taxes be raised? Only 
through a careful enquiry into economic characteristics, social and cultural 
institutions, and prevailing standards of tax administration and compliance 
can an intelligent approximation be provided for any given country. 

2. Taxation and private investment 

The foregoing discussion revolves around the use of taxation to mobilize 
the resources required by the government to carry out its share of the 
development programme. The discussion now turns to the impact of taxa¬ 
tion on the flow and pattern of resources devoted to private capital forma¬ 
tion. Even though the government may take a large hand in the financing of 

some of the projects, they are basically private investments undertaken 
for private profit. 

a. Publicly financed private investment. 

In view of the lack of developed capital markets in many countries, and 
the additional fact that controls may be necessary to divert funds from 
lavish consumption or speculation into productive investment in agriculture 
and industry, an increasing number of the less developed countries are 
using taxes to raise funds to be loaned to private investors. For example, 
Institutes de Fomento" and specialized corporations or commissions for 
industrial or agricultural development have been established in Bolivia, 
Brazil, Chile, Colombia, India, Mexico, and Peru.!/ Some countries have 
also provided financial assistance to private enterprises like airlines and 
shipping companies whose requirements for capital are large and not 
easily obtainable from private sources.3/ Alternatively, governments can 
place tax-generated savings at the disposal of private entrepreneurs through 
e private banking system, e.g., by retiring bank-held debt. Such action 
makes room for non-inflationary extension of credit for the support of 
private investment projects.4/ 

k* Privatel y financed private investment . 

The final category of investment, namely, private investment undertaken 
w thout the use of government funds, involves the most difficult and delicate 
problems of tax composition and structure. As is brought out elsewhere in 
is paper, such private investment is also influenced very substantially 


i/E.M. Bernstein and I. G. Patel, og.cit. , page 395. 

3 / Development in Se l ected Countries , og. cit., Vols. I and II. 

~i/ R 6 D ° mestic Financing of Economic Development", og. cU. , page 44. 

ur e , 0 £. cit., page 151. A similar point is made in reference to the econo- 

Of Freedom 8 M rn 8lDCe W ° rld WaF n ln H ° Ward S ’ EUls - The Economics 

^L_£J^£dom, New York, 1950, page 40. 
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by other aspects of governmental fiscal policy. Section 1 has already brought 

out the role of government in developing transport, power, technical train- 
ment^^ Slmilar facilities to create external economies for private invest- 

Section 4 suggests that where deficient domestic markets are blocking 

the flow of private funds into desired domestic industries, governments 

may wish to orient their taxing and spending policies toward strengthening 

such markets. In addition, fiscal policy influences the level and direction 

of investment through its impact on inflation and economic stability some 

of the possibilities and limitations of fiscal policy in this regard are ex¬ 
amined in Section 3. 6 

The position is sometimes taken that governments should not go too far 

in trying to prevent inflation in an underdeveloped economy because (a) 

this may require unduly high taxes and (b) within bounds, inflation is itself 

an acceptable pragmatic instrument of a developmental policy. While the 

pros and cons of this position cannot be fully aired here, the implications 

for tax policy of this pro-inflationary position are so far-reaching that it 
cannot be dismissed without comment. ^ 

wh ' Vith . r ® s ?. ect . to " undul V high taxes", a point may somewhere be reached 
where inflation is preferable to higher taxes, but given a reasonably well- 

structured tax system, this point seems rather remote at levels of taxation 
approximating 15 per cent of national income. Moreover, a government 

w ., lch nt a ^ ressivel y Participating in the development process will have 
other (though related) reasons for levying higher taxes. In a developmental 

setting, then, higher taxes are seen not as a positive good but as the lesser 

wJL e V llo • 


On behalf of inflation, it can be noted that where it is the only available 
alternative to persistent stagnation, it may be attractive as a last resort 

ln ,fPj te its ri sks. One may even contend, somewhat more positively that 
inflation has an invigorating effect by loosening economic and social re¬ 
lationships and giving the more ingenious and enterprising elements in the 

P°P u f tion a chance to come to the fore. But even without examining the 
pitfalls in these positions, one is entitled to the gravest doubts on both 

economic and social justice grounds, about accepting inflation’ as an 
instrument for economic development. 

The process by which credit-induced inflation generates capital invest¬ 
ment is sympathetically described in terms of three steps: (a) the credit 
expansion provides the initial means of diverting resources from the re¬ 
mainder of the community; (b) profits generated in this process yield 
additional savings to perpetuate the capital-forming process; (cj profits 
thus generated also serve as the inducement to undertake the investment. 
But this is a costly and inequitable way of transferring resources from 
consumption to capital formation. First, enlarged profits to investors 
combined with dissaving by consumers trying to maintain previous levels 
of consumption will increase rather than decrease inequalities of income 
and wealth. Second, inflation channels much of the resulting investment 
into real estate, inventories, foreign exchange, and other "riskless" hold¬ 
ings designed to reap capital gains from socially unproductive undertakings. 
Third, even where investment flows into industrial production, in r lation 
tends to elicit investment in luxury industries rather than those producing 
necessities. Finally, inflation is eventually self-defeating if it discourages 
the voluntary savings which provide the solid foundation for economic de¬ 
velopment.!/ 

1/ For a fuller development of this analysis, seeE.M. Bernstein and I. G. Patel, op. cit. 
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Turning from the level to the structure of taxation, one finds much dis¬ 
agreement on what constitutes the most effective policy for maximizing 
private investment and guiding it into the most useful channels. On some 
points, of course, fairly extensive agreement has been reached among ex¬ 
perts in public finance. It is fairly widely agreed, for example, that full 
use should be made of tax measures which can seek out and impound income 
that would otherwise be squandered on lavish living and luxury imports. 
Commodity taxes in the form of high import duties and excises on luxury 

items are widely advocated as instruments of such policy in under-developed 

countries. Also, personal income taxes with steeply progressive rates in 

the upper brackets are often favoured as instruments for tapping such in¬ 
come. 

There is also considerable agreement that taxes should, if possible, 
penalize the diversion of savings into land, buildings, inventories, and 
similar investments held for speculative gain or prestige purposes rather 
than productive use. Among the tax instruments recommended for use to 
this end are land value increment taxes, taxes on idle land, progressive 
taxes on either net worth or real estate holdings, and either special capital 
gains taxes or inclusion of capital gains in part or in full as taxable in¬ 
come. At the present time, many countries - especially those following 
the British tax pattern- exempt capital gains on casual transactions. While 
some experts defend this as necessary to implement a traditional definition 
of income, others condemn it because it provides an incentive for specula¬ 
tive investments which draw savings away from the development pro¬ 
gramme.!/ 

The foregoing is not meant to say that there is a complete consensus 
among experts on the desirability of these measures. A few would contend, 
for example, that exorbitant profits, luxury living, and the implicit in¬ 
equalities of income and wealth are necessary as stimulants to investment 
and human effort, objectionable as they may be in terms of distributive 
Justice. Others who might not go quite this far would nonetheless prefer 
tax concessions for desirable investment activities to penalty taxes on 
undesirable activities. Another point of view is that the tax administrations 
many °f the under-developed countries are too inefficient and unreliable 

finer arts of taxation; where this situation prevails, only 
pie taxes levied at relatively low rates are said to be capable of toler- 

ame enforcement. 

, , Ev ®h apart fr ° m 016 question of administrative feasibility, there is a 
sneHaT v . er8lty ° f °P inions concerning the desirability and effectiveness of 
nnint nf . c ° nc ? S81ons f or private domestic and foreign investment. One 
? ° f V e r s 0114 they are relatively Ineffective either because levels of 
inhihit . ln under - deve loped countries are not generally high enough to 
and restrwf ment ® eriously or because barriers like political instability 
the tax ba i° nS 2/ n f ° reien exc hange conversion loom so much larger than 


V See the discussion of capital gains taxation in Section C3 of Part Two below 

levelof inve ? idenCe th3t taXaUOn in C ° l0rabia 1,33 tended to reduce th e °ver-all 
ment ret, tn \ ent elther by cuttln g the supply of savings or by reducing invest- 

structio rn33 " dhence willingness to invest." (International Bank for Recon- 

Washlngton I960* JbRDs’ ^* DeVel ° pment Pr °g ramme for Colomh.a 

^ . 50, !BRD Special Publication, Sales No. : IBRD. 1950.2, page 264.“) 
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TnH f a ^7 dlf ^ rent view of the matter is reflected in the tax policies of 
r . V ® ry extensive income tax concessions are granted with respect to 

trill m from certain tyP es of economic activity. For example, new indus¬ 
trial undertakings are exempt from income tax for five years ud to six 

Sn 1 MwlI 0 . f H their inv8sted 'capital and accelerated depreciation is allowed 
on new buildings, plant, and machinery.!/ 

Although preferential tax treatment does not enter into the government's 
budget at any point, it is nonetheless a disguised government expenditure 
he use of revenues raised by taxation to grant subsidies to private invest- 
nient dtffers in form but not in substance from subsidies granted in terms 
of reduced tax liabilities. The danger also exists that tax concessions will 
be converted into tax loopholes. Taxpayers are ever watchful to gain tax 
benefits by meeting the formal requirements of the concession provisions 
without carrying out the underlying intent. In spite of these and other de¬ 
tects, a considerable number of persons concerned with the formation of 
tax policy in under-developed countries warmly defend tax concessions as 
an incentive to investment. Moreover, the line between questionable tax 

todravv 10nS ^ deSlrable im P r °vements in tax structure is not always easy 


Among the structural improvements and incentive devices most widely 
supported in the field of business income taxation are the following: (1) The 
allowance of extensive carry-overs of net business losses in one year as 
off-sets against net business gains in other years; this reduces or removes 
the deterrent to investment that otherwise results from the lack of opportu¬ 
nity to deduct business outlays in full from income subject to taxation. (2) 
Accelerated depreciation, permitting the more rapid recapture of productive 
investment; this device has the effect of giving the investor an interest-free 
loan from the government. (3j Preferential rates for reinvested business 
profits or, alternatively, additional taxes on profits declared as dividends- 
this measure recognizes such profits as a prime source of investment 

funds and seeks to discourage their dissipation in consumption or their 
loss" by transfer abroad. 

From the foregoing discussion, it is apparent that tax policy faces a 
basic dilemma in its role as an instrument of capital formation for economic 
development. On one hand, high levels of taxation are necessary to finance 
that part of the developmental process which falls in the government 
sphere and to mobilize for investment the private resources that might 
otherwise be dissipated. On the other hand, the lower the taxes the greater 
will be the inducement to private investors, per unit of net income, to take 
the risks associated with investment in agricultural and industrial develop¬ 
ment. The dilemma is worsened by the fact that those taxes which are most 
effective in capturing a large share of the gains from economic develop¬ 
ment for further capital formation are the ones most likely to affect the 
returns from private investment. For it is the taxes which vary directly 
and rise progressively with the size of income that are most effective in 
absorbing the gains from development (and are generally preferred on 
equity grounds!; yet these are precisely the ones which are likely to affect 
marginal effort and risk-taking. 


1/ See Foreign Investment Laws and Regulations of the countries of Asia and the Far 
East, United Nations Publications, Sales No. : 1951.11. F. 1, page 27 and The Use 
of Taxation Techniques as Incentive to Private Investment in Far EasterrTcoun- - 
tries , United Nations document ECAFE/I and T/FED/19, 8 September 1953. 
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One way out of the dilemma may be to combine high rates of taxation 
in general with preferential treatment for categories of desired develop¬ 
mental activity (and penalty taxes or rates on undesirable economic activ¬ 
ities). To implement such a policy requires careful economic analysis 
and planning, skillful structuring of taxes, ruling out of political favoritism, 
and competent tax administration. An important function of technical as¬ 
sistance in public finance is to ascertain for the country in question not 
only what combination of tax policies might best serve the interests of 
economic development (in the light, always, of the country’s ethical prefer¬ 
ences) but also how those policies have to be :nodified in translating them 
into tax measures which are operational in terms of the country's capacity 
for tax administration and conditions of tax compliance. 

Section 3. Fiscal Policy for the "Exposed Economy" 

Another factor which strongly conditions the role of fiscal policy in 
many under-developed countries is the vulnerability of their economies to 
world market developments lying outside of their control. Their exposed 
position grows mainly out of their heavy dependence on the exports of one 
or two agricultural or mineral products both as a source of national in¬ 
come and as a source of foreign exchange. Their exposure is increased 
by their dependence on foreign sources for manufactured products and 
often for foodstuffs as well. Finally, they often find that their attempts 
to maintain domestic economic stability are complicated by the dominant 
position of foreign investment in their primary industries combined with 
a tendency of both foreign and domestic investors to seek safe haven for 
their profits abroad. Increasingly, under-developed countries have sought 
to protect their "exposed economies" from the buffetings of fluctuating 
world market demand and prices by the use of flexible fiscal and foreign 

exchange measures in the short run and diversification of their economies 
in the long run. 

Examples of countries whose productive patterns and dependence on 
exports put them in the category of "exposed economies" are: Bolivia 
where, between 1938 and 1948, exports of mineral products averaged nearly 
per cent of the total value of exports;!/ Chile, where copper in 1950 
accounted for 50 per cent and nitrates for 25 per cent of total exports \2J 

(i qablN W ^ ere su gar sector contributed directly between 24 per cent 
5) and 37 per cent (1947) of the national income and where exports of 

n U Q 4 <^ 3/ d sugar P^cts account for nearly 90 per cent of total exports 
. _ * Similar examples can be found in the Central American countries: 

n 1 Salvador, for example, coffee accounts for 12 per cent of the gross 
na lonal product (1946) !/ and for 89 percent of total exports (1950).5/ 


°f the United N a tions Mission of Technical Assistance to Bolivia . United 
Nations Publications, Sales No.: 1951.11. B. 5. 

International Financial Statistics . International Monetary Fund, October 1952 
Page 140. 


^ S ^ rt °n Cuba, Findings and Recommendations by a Mission of the International 

for Reconstruction and Dev elopment. Washington 1951, IBRD Special Publi- 
ca “ 0n » Sales Nc.: IBRD. 1951. 3, Chapter 40. 

H J - D / Wa ■ 1 . llChandJ,H • Adler: Pu bIic Finance in a Developing Coun try. El Salvador. 
— ftse Study , Harvard University Press, 1951, page 25. " 

e International Fina ncial Statistics r October 1952, page 46. 
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In .. Gua J emala bananas and coffee contributed 13 per cent of the gross 
national product (1947-48; and more than 80 per cent of total exports 

721949)- ^ bi the last two countries, moreover, the 
largest part of the active population is engaged in the production of the one 

or two export commodities. Further examples are provided by the oil- 

producing countries, such as Iran, Iraq, and Venezuela, where oil exports 

accounted respectively for 90 per cent (1949), 51 per cent (1950) and 97 

per cent (1950) of the total value of exports. 2/ in the Far Eastern countries 

the following countries may be mentioned: Ceylon (1951: tea 42 per cent 

rubber 31 per cent of the total value of exports); Indonesia (1951- rubber 

42 per cent, oil 20 per cent); Thailand (1949: rice 63 per cent). 3/ i n the 

Federation of Malaya rubber in 1948 accounted for nearly 20 per cent of the 
net national product. 4/ 


Although all of these countries depend heavily on one or two primary 
commodities sold in world markets, they differ both in the price they pay 
for such dependence--in the degree of instability to which they are exposed- 
-and in the benefits they derive-in the degree of comparative advantage 
they enjoy. To take an extreme example, a one-commodity country whose 
main export is uranium seems assured of a strong market, favorable terms 
of trade, and a steady supply of dollar exchange. A less extreme example 
of a favored mono-cultural economy is that of Cuba, whose peculiar rela¬ 
tion to the United States market reduces the risks involved in its reliance 
on sugar. Moreover, the low-income, undiversified economy is not the 
only one to suffer from external destabilizing influences. Any export-orient¬ 
ed economy runs this risk. Yet, other things being equal, a country whose 
economic fate depends on world markets for one or two primary products 
risks greater instability and finds conventional fiscal policy less effective 
in dealing with it than a country which is industrially more diversified. 

Economic exposure characterizes so many of the world’s under-developed 
economies that it requires special consideration in an analysis of their 
fiscal policies. 


1- Fiscal measures for economic stabilization 

To the extent that instability is the product of external movements of 
prices and demand for the export products which dominate the local 
economy, the applicability of generalized expansionary and contractionary 
fiscal policy is correspondingly limited. It does not follow that the non- 
industrialized country has no fiscal weapons to use in defending the do¬ 
mestic economy against the vicissitudes of world market fluctuations. Such 
specific instruments as export taxes may lend themselves more readily to 

this kind of stabilization activity than more general measures like sales and 

income taxation. 

Increases in export taxes and manipulation of exchange rates were used 
by many primary producing countries to take advantage of the sudden shift 
in the terms of trade in the post-Korean spurt of world market prices. 



cation, Sales No.: IBRD. 1951. 2, pages 10 and 12. 

2/ International Financial Statistics. October 1952, pages 66, 68, and 134. 

3/ Ibid. . pages 139, 151 and 161. 

4/ See Frederick Benham, The National Income of Malaya, 1947-49, Government 
Printing Office, Singapore, 1951. 
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These measures were used to siphon off some of the windfall gains of the 
export sector and to impound a large amount of precious foreign exchange. 
In some cases, the proceeds were used to good advantage (a) in shielding 
the economy from the inflationary impact of rising world market prices 
and (b) in financing capital imports for the development programme. Where 
export levies are used to build up foreign exchange reserves or perhaps 
even a formal "foreign exchange stabilization fund", the effects of a sub¬ 
sequent worsening of the terms of trade can be cushioned by adjusting 
such levies downward and by drawing on exchange reserves. 

The advantages to be gained in reducing the exposure of primary pro¬ 
ducers to the ebbs and flows of world markets by skillful manipulation of 
export and import taxes or multiple exchange rates do not, of course, wipe 
out the traditional objections to these fiscal devices namely, (a; that they 
may interfere with the optimum pattern of world trade; (bj that they are 
inferior in equity terms to a progressive income tax; (c; that they may 
lead to uneconomic productive practices, particular^ in the extractive 
industries; and (dj that especially in the case of multiple exchange rates 
they may seriously inhibit foreign investment by interfering with the free 
flow of returns on such investment. 1/ Moreover, the potential contribu¬ 
tion to internal economic stability and development can be realized only 
through an uncommon fusion of political will and economic skill: (a; will, 
or example, to resist a high propensity to import consumer goods, 
especially luxuries; and (b) skill not only in managing tax and exchange 
rates but also in so timing the changes and channeling the proceeds as to 
promote stable and balanced economic development. 

Without gainsaying the objectionable features of these devices, especial¬ 
ly in their interference with international monetary flows, one may acknow¬ 
ledge their attractions as tax measures under certain circumstances in 
which under-developed countries may find themselves. First, these devices 
can be adjusted up or down more easily than, for example, Urn income tax. 
Second, they are better suited than general taxes like the income tax to 
single out the export-import sector of the economy and counteract de¬ 
stabilizing influences that arise from it. Finally, they are relatively simple 
to administer and difficult to evade. In a setting of weak administration and 
ow taxpaying morale, this can be a decisive advantage for export and import 
evies as instruments for economic stabilization. 2/ 

The application of fiscal policy for economic stabilization in under-devel- 
°P e d primary producing countries is also complicated by the internal 
c aracteristics of their economies. Especially in predominantly agri¬ 
cultural economies, supply is likely to be relatively inelastic. Moreover 

. e °J' gajlization of production is characterized by many institutional 
gidities. Custom, tradition, systems of land tenure, and the like tend to 
ock or impede the free flow of resources, both human and material, from 
ne use into another. Nor is economic motivation such that opportunities 
profit are as quickly recognized and exploited as in industrial nations. 


J or a development of some of these points see E. M. Bernstein, \Some Economic 

Aspects of Multiple Exchange Rates", Inte rnational Moneta ry Fund Staff Papers. 

Vol.l, No. 3, Washington, September 1950, and the section on taxation and public 

mance in the Rep ort of the United Nations Mission of Technical Assistance to 
loHvja, op. cit. " " —- 

2/See E. R. Schlesinger, M ujtipje Exch a nge Rates and Economic Development 
Princeton, 1952, page 20 . -^Rment, 
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Consequently, a cautious and segmental rather than bold and aggregative 
approach must be taken to the use of compensatory fiscal policy. 

Economically developed countries find themselves in a very different 

position in this respect. They generally enjoy a considerably greater degree 
of insulation against external destabilizing influences and a correspondingly 
greater opportunity to regulate their own economies. Further since their 
economies are usually diversified, industrialized, and elastic’, the effects 
of compensatory finance transmit themselves relatively smoothly and evenly 
throughout the economy. In this setting, for example, reductions and in¬ 
creases in public works or transfer payments translate themselves rather 

readily into higher levels of employment and income. In the under-developed 

economy, in contrast, injections of purchasing power may in considerable 

part run off into higher prices of the inelastic domestic supplies on one hand 

and into larger imports on the other. Much of the multiplier effect is thus 

thwarted or transmitted abroad. Since deficit financing may aggravate the 

external trade deficit, the virtues of unbalancing the governmental accounts 

may have to be set off against the vices of unbalancing the external trade 
accounts. 

One of the major attractions of industrialization in under-developed 
countries is apparent in the foregoing discussion. In the absence of effective 
international measures for economic stabilization, these countries are 
striving to reduce the exposure of their economies by diversification. 1/ 

In doing so, they are also motivated by a number of other considerations 
which suggest that the law of comparative advantage can be pursued too 
far: (l; Often the mono-cultural economy is characterized by disguised 
unemployment in the form of redundant labor in agricultural pursuits or 
seasonal unemployment in those pursuits; through diversification, it is 
hoped that a productive outlet for this labor can be provided. (2^ Where 
exports are the only or main outlet for increased production, the pursuit 
of comparative advantage may be thwarted by relatively stationary or 
inelastic demands on the world market, (3) Without an attempt at diversifi¬ 
cation, a country may not in fact be aware of the pursuits in which its 
greatest comparative economic advantage lies. (4; An economy’s advantage 
in producing a particular good may be acquired rather than inherent, in 
which case the shifting of resources may result in acquiring advantages in 

the production of goods previously imported, thereby saving transport costs 

and the like. (5) Agrarian societies are often economically and sometimes 
culturally backward; industrialization not only releases men’s skills and 

provides new fields for expression but tends to make the social structure 
more fluid. 

In exploring some of the reasons why countries with exposed economies 
so often seek to industrialize and diversify, the foregoing discussion does 
not mean to suggest that economic development is synonymous with in¬ 
dustrialization. The primary purpose of economic development is, of 


1/ This view is reflected, for example, in the study, Theoretical and Practical Prob¬ 
lems of Economic Growth, by the United Nations Economic Commission for Latin 
America (document E/CN. 12/221 of 18 May 1951), It states (page 43): "Certain 
productive activities, in which the level of productivity is lower than in others, 
may nevertheless be eminently advantageous, owing to the fact that they diminish 
a country's vulnerability to foreign fluctuations and contingencies. n See also The 
Economic Development of Latin America and its Principal Problems United Na- 
tions Publications, Sales No.: 1950. II. G. 2, Chapter VH. 
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course, the raising of per capita income and living standards rather than 
the promotion of economic stability. Where investment in the agricultural 
and other primary producing sectors clearly offers the greatest returns, 
it would retard economic development to make a fetish of industrialization.’ 

New Zealand and Denmark serve as examples of economic advancement 
primarily through agriculture. 


At the same time, it is essential to count all the costs as well as all 
the benefits in allocating developmental resources between industry and 
agriculture. Where industrialization absorbs manpower that would other- 
wise run to waste in agricultural unemployment, where it releases latent 
skills, and where it reduces economic instability and its heavy attendant 
costs, the real balance of advantages may be tipped toward investment in 
industry even though the apparent balance of direct increase in productivity 
favors agriculture. Under these circumstances, a fiscal policy that facili¬ 
tates capital formation and technological progress in industry serves the 
ends of both economic stability and fuller use of resources. 

Finally, fiscal policy for stabilization of developing economies has to 
deal with their unusual susceptibility to inflation. Superimposed on the 
pressures of basic consumption needs are strong pressures for economic 
development. Even the most prudent developmental programmes have in- 
ationary concomitants. Inflationary pressures may be concentrated in 
certain sectors of the economy and may therefore refuse to yield to broad¬ 
side tax measures. On the other hand, the bias toward inflation in the 

ve oping economy suggests the desirability of an opposing anti-inflation- 
ary bias in fiscal and monetary policy. 

rich 11 ^ iS ® etting ’ loan financing of development projects involves serious 
lsRs for the economy. Inferences drawn from budgetary classifications 
wmcn segregate government expenditures into those on current account 
n those on capital account have sometimes led to error on this score, 
uc segregation is essential for clear-cut economic and fiscal analysis 
nf tu government sector, especially in the measurement and programming 

misrLrrrr' 8 contribution ca Pital formation. The danger lies in 
UmL hi 8 tbe , f * nanclal implications of the capital account. It has some- 
ment n ! n ” lislnter P reted as justifying domestic loan financing of develop- 
in th p °^ ects ‘ (especially where these promise to be self-liquidating! even 

irowts" i! £ inflat i° n - The SOunder ^ ide t0 method of financing such 
Wei of emn^ 6 COnditio " of ^ economy as judged by such criteria as the 
of employment and prices and the balance-of-payments position.!/ 

panied bv a V nnr Ped .? UntrieS ’ anti - c / clical “seal policy must be accom- 
lirnbW ropriate action on the part of the monetary authorities to 

availahip i expansion ln inflationary periods and to make credit readily 

ordinated Son® ° f u unem ployment and depression. Unless col 

the economy may be ^limed.^ m ° netary fr ° nt ’ eff ° rtS t0 Stabilize 

advanced^cononfi °* ^ cbaracterlstics of economic instability in the less 
tical data fi iii T are known in general terms, lack of factual and statis- 

and pfescr bS P ^ SUeawho wlsh to analyze the problem realistically 
-prescribe means for its solution. Here again enters knowledge as an 

ti 6 ^ d ^ eta Q L Structu re and Claaaificatio n of Govern ment Accounts. United Na- 
2 . Publications, Sales No. ; 1951. XVI. 3 page 12. “ “ 

bilLa a tion C r 8 ‘° n * b ° th m ° netary and flscal P° licy measures for economic sta- 
Adler Pnhn an ( under-developed economy, see Henry C. Wallich and John H 
’ ^a^Haance in a De veloping Country: El Salvador, a Case Study p^. cjt. 
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institutional barrier, especially in determining the potentialities and limita¬ 
tions of fiscal policy. While "test tube experiments" are no more possible 
in the less developed than in the more developed economies, great advances 
in the effectiveness of tax and fiscal policy can be made by ascertaining 
some of the rudimentary facts cited in Section 2 above. 

2 - Other fiscal problems of the "exposed economy" 

A somewhat different aspect of the exposure of many under-developed 
economies to external economic influence is the extensive participation of 
foreign investment in certain segments of the economy, especially the 
extractive industries. It has been estimated, for example, that local 
participation in the form of wages, royalties, and taxes in the Bolivian 
tin industry amounted to only about 20 per cent of the value of minerals 
exported during the 1920 s and perhaps 45 per cent in recent years. While 

this may have the questionable virtue of transmitting more of the instability 

of the minerals industry abroad, it has the offsetting vice from the stand¬ 
point of the under-developed country of drawing off income and foreign 
exchange out of which consumption levels could be raised or investment 
for economic development could be expanded. This is not to sav, of course 
that the country is worse off than if the foreign capital had not come in at 
all. It merely re-emphasizes that the country seeking development faces 
an uncomfortable dilemma in tax policy. On one hand, it wishes to maximize 
total output by attracting foreign capital into the country, an objective which 
in appropriate cases may be advanced by low taxes or special tax incentives. 

On the other hand, it wishes to maximize its share of any given output* 

presumably by levying high taxes and royalties. It is not easy to strike the 
proper balance. 

Foreign investment exposes the tax system of the under-developed 
country to other elements beyond its immediate control. For example, the 
credits allowed by some of the major capital exporting countries, e.g! the 
United States and England to their individual and corporate investors in 
foreign countries specify rather closely what types of foreign taxes shall 
be eligible under the crediting provisions. This may influence the country 
seeking investment from abroad to adjust its tax system so as to draw full 

advantage from the credit provisions both for its own revenue and for the 
foreign investor. 

Another factor is the complication of tax administration and structure. 
Where profits accrue to foreign owners or where the business unit in the 
taxing country is integrated with one in another country, it is administra¬ 
tively hard to determine the base for income taxes and even in some cases 
for ad valorem export taxes. Moreover, opportunities for evasion are 
significantly increased. Finally, the relationship between the domestic and 
foreign arms of many undertakings make it more difficult to integrate 
corporate with individual income taxes so as to prevent both (a) discrimina¬ 
tory double taxation of distributed earnings and (b) avoidance of personal 

income tax either through unreasonable corporate accumulations or through 

distribution of earnings to non-resident shareholders. Such difficulties as 
the foregoing have undoubtedly decreased the attractiveness of income taxes 
relative to export and import duties in the less advanced economies. 

Section 4. Redistributive A spects of Fiscal Policy 

In advanced economies, the function of fiscal policy as it affects income 
and wealth distribution is largely one of attempting to attain that degree of 


redistribution through taxation and government spending which most neatly 
balances (a) the humanitarian interest in sharing economic wellbeing more 
equally, against (b) the efficiency interest in maintaining sufficient in¬ 
equalities of reward to serve as an incentive to the exercise of special 
economic effort and ingenuity. Inequalities of wealth and income, while still 

substantial, have been narrowed in most developed economies by a combina¬ 
tion of increases in productivity and various redistributive policies of 
government. The magnitudes involved in the inequalities which remain are 
generally large enough to offer fertile ground for progressive taxation and 
redistributive expenditure. In most advanced countries, the machinery of 
progressive income and wealth taxation is sufficiently well developed to 
carry out its share of a redistributive fiscal policy. 

Contrast the setting, role, and magnitudes of redistributive finance in 
the less advanced economies. Many are characterized by extremes of 
wealth and poverty which, in terms of the equalitarian ethic as accepted 
throughout the free world, constitute a compelling case for redistributive 
government finance,^ Not only is the humanitarian interest often more 
intense than in advanced countries, but the efficiency interest may differ 
sharply in both nature and emphasis, as brought out below. However extreme 
the existing inequalities may be, the impact of distributive considerations 
on fiscal policy in less advanced countries must in practice be tempered bv 
the limits they encounter in varying degrees with respect to (a) the absolute 
size of existing concentrations of income and wealth and (b) the ability of 
their tax systems to tap these concentrations. 

Within these limits, what role does redistributive finance play as an 
instrument of economic policy inthecountry seeking development? Qualita¬ 
tively, the answer goes to the very root of the problem of economic pro¬ 
ductivity. Investments in human beings are an integral part of government 
programs for improving productivity and technology. Improvements in 
sanitation, health, and nutrition build up working capacity and thus increase 
uie quantity of manpower available for economic development. Education 
and training programmes reduce illiteracy and increase skill and thus 
ncrease the quality of manpower. To the extent that taxation finances this 
process of human capital formation at the expense of lavish consumption, 
speculation, and foreign exchange hoarding rather than at the expense of 

productive private investment, it increases productivity and accelerates 
development. 

Countries seeking to establish home industries in the interests of 
Balanced economic growth often find that domestic markets are too limited 
o support such undertakings 2/ Insofar as redistributive government fi- 
ance increases the productivity and real income of the bulk of the popula- 

ronfrUK . tends to bf oaden the base of the domestic market. It may also 
i kute to this end by shifting demand from luxury items ordinarily 

dnm^f 6 n rom a b roa d to more needed items which can be produced 
sum h 1Cally * How much of ^ Purchasing power diverted from luxury con- 
turfh 10n ° r created b y increased productivity should be siphoned off for 
er capital formation and how much should be permitted to express 

1/ Some statistical evidence on the commonly accepted conclusion that the inequalities 

P . . K National Income and its Distribution in Under-developed 

Countries, - United Nations Statistical Papers . op. cit. P 

dl8CU88ion of this P° int » see Ragnar Nurkse, op. cit., Chapter I, 
of the Market and the Inducement to Invest. n 
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itself in higher levels of m3.ss consuinption will depend on the st&ge of 
economic development and the preferences of the society in question. One 
country may wish to mobilize every available source of saving for a pro¬ 
gram of social overhead investment. Another may put more emphasis on 
increases in consumption as (a) a source of human capital formation; (b) 
an incentive to harder work; and (c) a method of widening markets and 
thereby increasing the private inducement to invest. Although redistributive 

government finance can be oriented toward either policy, the latter neces¬ 
sarily implies a combination of taxes and expenditures that will reduce 
economic inequalities. 

In the less advanced as in the more advanced economies, adverse 
incentive effects on initiative, risk-taking, and managerial efforts place 
limits on progressive taxation. Yet, high incomes in under-developed 
countries mav, comparatively speaking, be derived from such sources and 
devoted to such uses that the disincentive effects are less damaging than in 
developed countries. The greatest damage occurs where high marginal 
rates bear oppressively on incomes whose source is largely in entrepre¬ 
neurial effort and whose use is largely in further investment. But where 
land rents and interest charges are a dominant or very important source 
of large income and where luxury spending, speculation, and hoarding 
dominate the use of such funds - a combination which describes many 
economically underdeveloped societies - the danger of discouraging private 
contributions to economic development by redistributive fiscal measures 
is considerably lessened.!/ 

Redistributive finance, then, appears to offer greater gains and involve 
less costs to under-developed than to developed economies. Accepting this 
qualitative appraisal as valid does not, of course, resolve doubts concerning 
the quantities involved. The contribution to economic progress through 
human capital formation and enlarged markets depends less on the degree 
of economic inequality than on the absolute amounts concentrated at or near 
the top of the income scale. The conspicuously large fortunes in many 
under-developed countries may offer only a limited field for redistributive 
finance, both because the aggregate resources they represent may be small 
relative to the huge numbers at the other end of the income scale and be¬ 
cause tax administration may not be equal to its share of the task. This 
hardly vitiates the economic argument, but cautions against letting it carry 
more weight in shaping fiscal policy than the quantities involved may justify . 

Turning from economic to ethical and political interests in reduced in¬ 
equality, the situation is reversed: the total sums involved are much less 
significant than the degree of inequality. The contribution to a sense of 


1/ Progressive taxation has, in fact, been put forward for several positive incentive 
uses in less advanced economies, e.g., in stimulating changes in land use and 
land tenure. Thus, where large landholdings are held idle or are under-cultivated, 
steeply graduated taxes on net wealth or property or land values may serve as an 
important stimulus to full utilization of the land. Progressive taxes on land value 
increments, or on capital gains, or on net income including capital gains have 
been used or recommended to discourage the holding of land for speculative pur¬ 
poses. Countries seeking to discourage accumulation or encourage subdivision of 
large landholdings may find graduated wealth or income taxes more attractive on 
this account. Steeply progressive death duties can have this effect by forcing dis¬ 
posal of parts of large holdings in order to meet tax liabilities at death. 


18 



justice depends far more on how much the gap between the top and bottom 

incomes is narrowed than on how much income or wealth is transferred 
in the process. 

Similar considerations govern the contribution of redistributive finance 
to political stabilitv. Development of the backward economies does little 
to advance the cause of freedom and stable self-government if the benefits 
are concentrated in the hands of the few. Instead, such concentration po¬ 
larizes interests by widening and deepening the gulf between the wealthv 
and powerful at one extreme, the poor and the weak at the other. Fiscal 

policies which reduce this gap reduce the accompanying threat to political 
stability. r 

As a country’s economy develops, as the lot of its people improves 
rough a wide sharing of benefits, and as economies of scale and adequate 
markets are provided to improve the climate for private investment, re¬ 
distributive finance offers less benefits andhigher costs per unit of income 
redistribution. For example, the marginal productivity of investments in 
uman beings mav gradually diminish. At the same time, as social over- 
ead investment and widening markets remove basic economic barriers to 
private investment, the adverse incentive effects of progressive taxes may 

k- r! more . keenlv - As an instrument of economic growth and political 
stability, redistributive finance will become less attractive. But in the 
earlier stages of development, it forms an integral part of a developmental 
program which seeks to achieve its goals of technical progress and econom¬ 
ic advancement without disrupting upheavals in political and social structure. 


Section 5. Fiscal Instruments and Institutions 

The emphasis in the preceding sections of this chapter has been on the 
aistinguishing features of the economic setting and aspirations of the under- 

countries as the V affect the tasks which their tax systems (in 
mmnation, of course, with government spending) are called upon to per- 

orm. This section inquires whether these tax systems are equal to the 
odern tasks of fiscal policy as they stand or can be made equal to them 
tho raj \ sfe ^ of techniaues from the advanced countries. Again, because of 

Hpvoi ^ diversitv in the tax structures and administrations of the less 

toped countries, each generalization in this area is subject to signifi¬ 
cant exceptions. 

frn Th l taX svstems of 0,6 under-developed economies differ most noticeably 
. » , Pattern in advanced countries in their heavy emphasis on commod- 

r( L ~f 10n and the taxation of exoorts and imports. The dominance of in 
cm^trL “’on personal taxes ^ particularly marked in Latin american 
countr . S- J* eflecting * n P art their Spanish origins, the tax systems of these 
Thev h ? Ve tradltiona llV relied on stamp taxes and commodity taxes, 
taxation Oh tr6 t Sed the schedular rather than the global approach to income 
global in thOUKh t SeVeral countri es have in recent years superimposed a 
imnact nf fi!” 6 • ° r even subst ituted it for the schedular tax). The net 
of nr ™ lnfluence has been toward regressivity and retarded growth 

to whfch I 6 I T entS of taxation - In those under-developed countries 

tender™ t . Bnt jsh system has in part or in whole been exported, the 

ss ,!’ a ssr ” ore h “ v “ v °- ,ncome , “ a " on “•'» 

traditional 7 ^ 8 ?, f the , tax problems of under-developed economies, the 

the modern b i UVeS ° f proKressivi tv and equity in taxation, reinforced by 
modern econom.c objectives of taxation, have pointed strongly to 
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w M a w reS TT 1Ve u S , e °! net lncomeand Wealth taxation. Particularly before 
World War II, public finance missions seldom failed to urge the adoption 

o fuller use of net income taxes. Frequently, these recommendations 
seemed to reflect the ideological precepts of the technical advisers rather 
than an appreciation of the institutional setting of the country in which the 
recommendations were to be put into practice. 

• 5^ nat ® ly ’ in recent vears > there has beenagrowing sensitivity to the 
institutional framework within which technical assistance efforts are to be 

applied. There is a growing realization that conditions within which the 
most modern, equitable and flexible instruments of taxation thrive do not 
vet prevail in many of the under-developed countries and that substantial 
modifications of the fiscal techniques applicable in developed countries are 
necessary to adapt them to the under-developed economy. To translate this 
point into specific terms, Richard Goode, a member of the United Nations 
Technical Assistance Mission to Bolivia, set forth the conditions for suc¬ 
cessful use of income taxation side by side with the conditions actually 
found in under-developed countries. Problems involved in modernizing the 
tax systems of under-developed countries are brought out so effectively in 
his analysis that it is quoted here at some length.!/ Y 

Th 1- T h G flrst condition is tbe existence of a predominantly money economy. 
The subsistence farmer cannot be satisfactorily reached by an income tax, 
not so much because he does not have money to pay - that may mean that he 
cannot pay a tax of any kind - as because the greater part of his real in¬ 
come cannot be satisfactorily assessed. Even highly skilled administrators 
have made little progress toward including the value of home-produced and 
consumed foods in the taxable income of farmers. In many under-developed 
countries these products and others obtained by barter make up a major 
fraction of the total real income of large segments of the population. Admit- 
tedly these groups are usually the poorest in the society, and failure to 
subject them to direct taxation may not be seriously objectionable from 

e equity point of view. It does, however, encourage use of other taxes. 

2. Another condition that may not be strictly necessary but is very helpful 

is a high standard of literacy among taxpayers. In many under-developed 
countries the majority of the population is illiterate. For example, among 
the eleven Latin American republics for which data are readily available 
seven have illiteracy ratios higher than 50 per cent.2/ In many regions of 
Asia and Africa the figure is higher, as it probably also is for several Latin 
American countries for which data are not available. Illiteracy, like exclu¬ 
sion from the monev economy, is most characteristic of the poorest farm¬ 
ers, but often wage earners, independent craftsmen, and small shopkeepers 
cannot read and write well enough to fill out the simplest income tax re¬ 
turn with the guidance of printed instructions. Wage earners may be covered 

by withholding, but in any refined system they must be able to file claims 
for exemptions and refunds. 

3. Prevalence of accounting records honestly and reliably maintained is 
another prosaic but important condition for satisfactory income taxation. 


1/ This is an excerpt from an address by Dr. Richard Goode before the Forty-Fourth 
Annual Conference of the National Tax Association, 1951, and is published in the 
Proceedings of that conference, pages 212-222. 

2/ United Nations Statistical Yearbook , 1949-50, pages 486-94. The figures are for 

various dates between 1930 and 1945 and refer to the population 7-10 years of age 
and over. 
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In most under-developed countries manv businessmen keep no books at 
all; others maintain two or more sets. Vigorous tax administration can do 
much to improve accounting standards if combined with an educational 
campaign, but more trained personnel and office equipment are essential. 

4. A fourth reauirement for satisfactory income taxation is a large 
degree of voluntary compliance on the part of taxpayers. The best admin¬ 
istrative organization cannot satisfactorily collect income taxes from the 
self-employed when, as in manv countries, evasion is generally attempted 
and incurs little or no moral disapproval from the public. The roots of a 
tradition of voluntary compliance with tax laws are not easy to trace, but 
it is fairly clear that such a spirit does not grow up over night. Although 
something can be done in the short run, a long period of popular education 
and efficient and equitable administration of those taxes that can actually 
be enforced seems necessary to establish firmlv the habit of general volun¬ 
tary acceptance of the fiscal responsibilities of citizenship. Adoption of 

elaborate measures that will not be uniformly applied delays improvement 
in taxpayer morale. 

5. The political conditions for development of income taxes into a major 
revenue source, like the spirit of voluntary compliance, are intangible and 
hard to explain. The environment most favourable to progressive taxation 
seems to be one of free political democracy. In manv under-developed 
countries wealth groups have enough political power to block tax measures 
that they consider threats to their position. Until the popular will is stronger 
and more united or until the rich are ready to accept the ability-to-pay 
Principle - whether from altruism or a sense of guilt or fear - steeply 
progressive taxes will not be collected. 


6. Honest and efficient administration is needed for any tax, but minimum 
acceptable standards appear to be higher for income taxes than for many 
other levies. Difficult as the task of establishing a satisfactory administra¬ 
tion may be, it is probably the condition for successful income taxation that 
can be met most quickly. The expert, nevertheless, must guard against 
the assumption that a tidy organization chart and nonpolitical staffing assure 
good administration. Nor can he be confident that the best obtainable ad¬ 
ministration will eliminate obstacles to heavy reliance on income taxes. 

A recitation of such limitations is, of course, a counsel of caution, not 

th d t Spair ‘ suggests the lines along which action must be taken to remove 
he barriers listed and underscores again the necessity of improving ad¬ 
ministration and compliance to the limits possible within the framework of 
existing social institutions. At the same time, it calls for ingenuity in adapt- 
ng and modifying advanced fiscal instruments to the conditions existing in 
economically under-developed countries. In the case of the income tax, 
or example, the difficulties encountered in many countries do not rule out 
e income tax entirely but strongly suggest that it not be used as a mass 
tax. As may be seen inSectionCl of Part Two, this seems to have been the 
prevailing opinion of the participants in the GenevaConference. A personal 
ncome tax with a narrow base but high rates on large incomes, buttressed 
Jn administrative efforts concentrated on this area, may be a suitable 

tive^uTu^ f ° r achievin ^ some of th e ends of economic policy and distribu- 


mav 0*1 types 0f limitations encountered in the under-developed economy 

A rphH 80 . su * g f 8t modification in the approach taken to taxation of wealth 

of the ^ fl , ned form of wealth ta * maybe found in the net worth taxes 

requires sknwfri’ and ^ Scandinavian countries. However, this 

skilled administration and conditions of compliance which generally 
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I!* i!* Ck , ing k° under * deve loped countries. The appropriate action may 
be, not to abandon the attempt to tax wealth, but to determine whether a 

simpler tax on such outstanding sources of wealth as real property or 
business assets, might yield a fairly good approximation to the refined’net 
worth tax- If the correlation between real property holdings and net worth 

is reasonably close, and if the enforcement of a tax against the real property 

ase is feasible, the indicated ends of tax policy may be served by a rough- 
hewn counterpart of the tax technique of the advanced country 

It is also worthy of note that the institutional limitations strike different 
types of taxes with substantially different force. Taxation of land for 
example, is closely linked to systems of land tenure and to the agrarian 
structure as a whole. Consequently, techniques in land taxation are dif- 
“ CU “ t0 ( transfer from one country to another. In contrast, transferability 
of techniques applicable to corporations is considerably greater. In this 
case, the financial institution itself - the corporate method of doing 
business - has been transferred to, and taken root in, the under-developed 
country in much the same form as in the developed country. By the same 

^ ^ “"T" USG ° f 1116 corporate form may permit the imposition of 

substantially the same type of tax on agricultural corporations operating 

e.g., large-scale sugar and rubber plantations, as is levied on corporations 

engaged in manufacturing or mineral extraction; here a considerable part 

of the corporation tax experience of advanced countries may be directly 
transferable to the less advanced countries y 

bi connexion with institutional barriers to the application of modern 
fiscal policy, it should not be forgotten that taxation is itself an instrument 
of social change. It does not peed to wait passively until restrictive and 
binding social institutions are changed but can itself help hasten the change. 
For example, a tax reform which changes the relationship between land¬ 
lords and tenants can be the beginning of an overall land reform. Effective 
progressive taxes also can have significant distributive effects which will 
influence not only financial relationships but the social structure as such. 

Some will argue that no matter how clearly the fiscal course toward 
economic development and stability may be charted, those in control of 
the governments in under-developed countries will not follow this course 
if it conflicts with their own interests. But in answer to this pessimistic 
appraisal, one may cite the concrete evidence of widespread willingness to 
entertain new ideas and advice as exemplified in the technical assistance 

programmes. One may also surmise that the pressure generated by growing 

asp rations of the peoples of the less advanced areas of the world and the 
growing realization on the part of the governing groups that their enlighten¬ 
ed self-interest for the longer run lies in the direction of economic de¬ 
velopment have engendered a new receptivity to fiscal improvements and 

change. It may be concluded, then, that though the barriers are high the 
portents are hopeful. ’ 
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PART TWO. REPORT ON THE TECHNICAL ASSISTANCE CONFERENCE 

ON COMPARATIVE FISCAL ADMINISTRATION 

(GENEVA, 16-25 JULY, 1951) 

A. INTRODUCTION: INFORMATION ON TECHNICAL 
ASSISTANCE RENDERED BY THE UNITED NATIONS 

IN THE FISCAL FIELD 


Technical assistance is provided by the United Nations under the Regular 
Programme established in 1948 (General assembly resolutions 200 and 
246 (ni) i/ and by the United Nations together with the specialized agencies 
under the Expanded Programme set up in 1949 (Economic and Social Council 
resolution 222 A (IX) and General Assembly resolution 304 (IV) V. The 
expanded programme is financed by a special fund composed of the volun¬ 
tary contributions of the participating governments: pledges for the year 
1954 totalled more than 24 million U.S. dollars V. 

Responsibility for providing technical assistance through the United 
Nations is placed in the hands of the Technical Assistance Administration. 
However, close collaboration is maintained with the substantive depart¬ 
ments of the United Nations Secretariat which are called on to perform 

various substantive functions in connexion with technical assistance ren¬ 
dered. 

form^^f 8iStan , Ce 13 6iVen in a Wide Variety of fields ,and takes various 
ms, including exploratory and comprehensive missions, experts' mis- 

slons, experts’ seminars, conferences and working groups, provision of 

opportunities for training within the under-developed countries or abroad 

group training programmes, and dissemination of technical information! 

Tr e followin S gives a brief account of technical assistance rendered bv 
the United Nations in the fiscal field. 

a * Missions to Member States 

iCMQ r0m ^ Gntry ^ °P eration of the technical assistance programme in 
to the middle of 1954, sixteen countries have asked for United Nations 
experts to aid in the improvement of their tax and budgetary systems or to 
advise on the implementation of new fiscal legislation. These countries 
were: Afghanistan, Bolivia, Burma, Chile, Colombia, Ecuador, Egypt El 

mo4/° Haiti >. Indonesia, Iran, Iraq, Israel, Libya, Nicaragua and Pa!na- 
a Experts in the fields of banking and credit were sent to Haiti and 

of fhn 11 ’ Furthermore > special consultations were requested from officers 
~ , J Jnited Nations Secretariat by a number of governments, among them 
lom bia, Cuba, Haiti, Libya, Honduras, El Salvador and Israel. 

y Records of the Third Session of the General Assembly. Part I, pages 38 

^nd 127 * 


V ^oimn\c^^Socia^Co unci\ Official Recor ds, Four th Year. Ninth Session. S up- 

^e ment No, 1, page 4; and Official Re cords of the Fourth Session of the r,Pn P r,i 
As sembly,, page 27. 


3/ 


V 


° r J* etailed description of the structure of technical assistance operations 
to r~~ ^^Lthe_UnitedJ^ttons Technical Ass istance Administration and How 

jUnited Nations document ST/TAA/3, 1951) and The Expanded" 
_ T £__mme_of_Technicai Assistance f or Economic Development of Under- riT- 
~—ELiL Countries (United Nations document TAB/l/Rev. 1, 1953). 

co^trlirrr ° f ° ri8in ° f the United Nations experts sent t0 ' of these 

untries, see Annex, pages 1 11 - 11 8. 
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The United Nations further assisted the Governments of Bolivia and 
Indonesia in the recruitment of specialists in the fields of public finance, 
money and banking. In the case of Bolivia, the Director-General of the 
Technical Assistance Administration introduced a new scheme providing 
for a long-term co-operative venture whereby the United Nations organizes 
for the Bolivian Government a group of "Technical Consultants" to serve 
in high-policy positions in the Bolivian Government on two to five-year 
contracts. These consultants aid inter alia in modernizing the fiscal and 
monetary structure of the country. 

Increasing use has been made of advance investigating missions before 
larger technical assistance missions are set up. In the preparation of 
missions and the selection of experts, descriptions of tasks have therefore 
become increasingly important. In this respect, consultations are held with 
officials of the International Bank for Reconstruction and Development and 

of the International Monetary Fund, wherever those agencies had had ex¬ 
perience in the countries involved. 

b. Training programmes 

From 1950 to the middle of 1954 two hundred and seventy United Nations 
fellowships and scholarships in the fields of public finance and money and 
banking were awarded to applicants from under-developed countries. 

Harvard University has setup a special programme for training officials 
in the field of tax legislation and fiscal administration. It forms part of its 
programme of co-operation with the United Nations in research and training 
under the World Tax Service project (resolutions 226 B 2 (IX) and 378 G 
(XIH) of the Economic and Social Council)l/. 

In some instances, concrete plans have been evolved by these trainees; 
in one case, an income tax law was in part drafted by an official during his 
period of training; in another, a series of legislative changes was similarly 
elaborated. 

Comprehensive training programmes are developed for countries re¬ 
questing a considerable number of fellowships and scholarships in the field 
of public finance 2/. The comprehensive training programme is designed to 
assure a certain balance of required skills and to provide the Ministries of 
Finance of under-developed countries with groups of technicians able to 
direct the management of the revenue, expenditure and credit phases. 

The comprehensive training programme also includes training at various 
operational levels where shortages of technicians exist. This is particularly 
likely to be the case in the fields of accounting and customs administration 
in which several governments have obtained group allotments of fellowships 
and scholarships. 

The comprehensive approach allows adequate distribution of trainees 
from the different branches of a Ministry; a fairly uniform approach in the 
training programme so as to create a coherent body of experience, and the 
timing of the absence of various officials from the Ministry so as to avoid 
depletion of critical manpower at any one time. 


U See Economic and Social Council, Official Records, Ninth Session, Resolutions, 
page 22 and Thirteenth Session, Resolutions, page 26. 

2/ See for example, Revenue Administration and Policy in Israel, report by a United 
Nations technical assistance expert, United Nations Publications, Sales No.: 1953. 
II. H. 5, Chapter VII, or below page 89. 
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c. Research work of the Secretariat 

The Economic and Social Council, in its resolutions 378 I (XIII) and 486 
E (XVI) 1/ adopted upon the recommendation of the Fiscal Commission at 

its third and fourth sessions, recommended that the Secretary-General give 

first priority to technical assistance to member governments at their re¬ 
quest. 

The substantive departments of the Secretariat render direct services 

in connexion with technical assistance programmes: advisory functions in 

the selection and briefing of experts, consultation on programming, direct 

advice to member governments upon their request, preparation of training 
programmes, etc. 

Furthermore, a substantial part of the research activities carried out 

by the Secretariat has been directed toward the requirements of technical 
assistance. 

Thus, in the fiscal field Public Finance Information Papers to serve as 
background papers for consultations or technical assistance missions were 
prepared on Egypt, Colombia, Iran, Iraq and Peru V and comprehensive 
Public Finance Surveys were published for Venezuela andlndia^/. A study 
on corporate taxation concentrated on the problems confronting the under¬ 
developed countries and made available descriptive studies of the techniques 
of corporate taxation in the more developed countries 4/. Under Council 
resolutions 486 B (XVI) and 486 II (XVI)5/ , new studies have been under¬ 
taken on the effects of taxation on foreign investment, in the series "Taxa¬ 
tion in Capital-Exporting and Capital-Importing Countries of Foreign Pri¬ 
vate Investment In Latin America"^ . Within the World Tax Service, called 
for by the Economic and Social Council and to be undertaken with the 
participation of Harvard University, it is proposed to prepare systematic 
descriptions on a comparative basis of the tax systems of selected countries 
o the world. Furthermore the Secretariat is co-operating with the Food and 

Agriculture Organization in studies on the taxes affecting agriculture in 

er ms of their adjustment to institutional and economic changes and to the 
needs of economic development. 

h ^ budgetary field, a study on "Budgetary Structure and Classifica¬ 
tion of Government Accounts"!/ dealt with methods of classification of 
central government accounts, with special reference to current and capital 


^ Sggngniic and Social Council, O fficial Re cord^Thirteenth Session, Resolutions. 
page 27; Sixteenth Session, Resolutions, page 4. 

2/ United Nations Publications, ST/ECA/SER. A/1, 2, 4, 5 and 6. 

2/ United Nations Publications, ST/ECA/SER. B/l and 2. 

r - a te_Ta>^p_roblems, United Nations document E/CN. 8/66 and Addenda 
p5ef?fndT S " C,al C ° UnC ‘' L — iCia ‘ Re CC)r - d - S ’ Sixteenth Sess ion, Resolutions. 

^ .T!° S ^ leSlnthiSSerieShave been P ub, ished so far: United States Income Taxa- 
^LP__^yate_United_stategJnvestment in Latin America. United Nations Publi- 

UnitedM? ^ : 1953 ' XV1 ‘ and of Foreign Investment in Mexico, 

this ser d ° CUmen ’ E/CN - 8/69/Add. 2. Further countries to be covered in 

h-s senes are: Argentina, Belgium. Brazil, Canada, Chile, Colombia Cuba 

Venezuela. ranC<? ’ Netherlands ’ Peru ' Sweden - Switzerland, United Kingdom and 


V r^^^^-^cture^r^ ^sification of G overnment Accour 
ublications. Sales No.: 1951.XVI.3. 


United Nations 
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accounts, the tratment of public undertakings and social insurance schemes. 
A Manual for the Classification of Government Accounts is now being pre¬ 
pared to be used in technical assistance to under-developed countries. The 
manual will represent an extension and practical application of the prin¬ 
ciples developed in the previous study. In 1952, a study was also published 

dealing with the requirements for an adequate system of central government 

accounting and budget execution, the nature of accountability in govern¬ 
ment financial practice, the procedures which might be adopted, accounting 
practices for effective management control of government operations and 
the requirements for auditing. The study was oriented in particular towards 
the needs of the less advanced countries.!/ 
d. Expert Seminars and Workshops 

Seminars, conferences or workshops of experts are convened from time 
to time under the auspices of the Technical Assistance Administration in 
order to evaluate the results achieved by technical assistance missions and 
to test the applicability to under-developed countries of fiscal techniques 
used in more advanced countries. 

The first of such conferences was the Geneva Conference on compara¬ 
tive Fiscal Administration held in Geneva from 16 to 25 July 1951. The 
purpose of the Conference was to evaluate the fiscal techniques recom¬ 
mended to date by technical assistance missions to under-developed coun¬ 
tries. The participants were experts who had rendered such assistance on 
behalf of the United Nations or of member governments, and policy-making 
officials of governments who had received such assistance. The conference 
enquired into the considerations and criteria which had determined the 
choice of techniques recommended under varying conditions, as well as 
into the reasons why such recommendations had or had not been accepted 

by recipient governments and, if accepted, had or had not worked out 
successfully. 

Nine mission reports in the fiscal field were taken as the basis for 
discussion. These were the reports of United Nations missions to Bolivia, 
Chile, Ecuador, Iran and Haiti, the International Bank mission to Colombia,* 
and the United States missions to Panama, Turkey and the Philippines. 
The recommendations contained in these reports were chiefly the result of 
the experts 1 specific national experience being brought to bear on specific 
conditions of the recipient country. It was felt that the exchange of ex¬ 
perience and the comparative evaluation of the proposed techniques in their 
transferability to a variety of countries at various stages of development 
would provide a body of factual information and would lead to the develop¬ 
ment of a doctrine of broad validity in the fiscal field which would greatly 

expand and strengthen the basis on which future missions in the field could 
proceed. 

A Workshop on problems of budgetary classification and management 
was held in Mexico City from 3 September to 11 September 1953, under the 
auspices of the Technical Assistance Administration, the Economic Com¬ 
mission for Latin America and the Fiscal Division of the United Nations 
Depar tment of Economic AffairsS/. 

1/ For details on the work programme of the Secretariat in the fiscal field, see 
Catalogue of Economic and Social Projects of the United Nations and the Special¬ 
ized Agencies, 1954, United Nations Publications, Sales No.: 1954.11. D. 2, Sec¬ 
tion on Fiscal Questions. 

2/ See Budget Management, Report on the Workshop on Problems of Budgetary 
Classification and Management, Mexico City, 3-11 September 1953. United Na¬ 
tions Publications, Sales No.: 1954. XVI. 2. 
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The workshop brought together budget officials from the Republics of 
Central America, theCaribbean area, Mexico and theUnited States, in order 

to consider methods of budgetary presentation and management required for 

the formulation and implementation of fiscal policies for balanced and non¬ 
inflationary economic development. In some of these countries substantial 
changes in budgetary structure and procedure have already been put into 
effect or are well along in the planning stage. In others preliminary studies 
toward this end have been undertaken. The Workshop was intended as a 
forum of informal discussions in which the participants from the various 
countries were able to compare notes and benefit from each other's ex¬ 
periences at different stages of preparing and implementing budgetary 
reforms. The Workshop provided at the same time an opportunity to test 

the applicability of the Manual for the classification of government accounts 
a study of the Secretary-General. The classification schemes set forth in 
a first draft of this manual as well as in other United Nations documents!/ 
were subject to analysis by the participants in the Workshop, both in the’ 
general discussion and in the presentation of detailed case studies of exist- 

counMes Pr0 ^ eCted classification s y stem s in several of the participating 

A further Workshop on budgetary classification and management is 
planned to be held under the auspices of the Technical Assistance Adminis- 
tration, the Economic Commission for Asia and the Far East and the Fiscal 
Division of the Department of Economic Affairs in the Spring of 1955. 


\! In particular Budg etai 
op-clt. 


Structure and ClasBiflcation of Government A- 
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B. ORGANIZATION AND AGENDA OF THE TECHNICAL ASSISTANCE 
CONFERENCE ON COMPARATIVE FISCAL ADMINISTRATION 


1* Organization and participants 

The Technical Assistance Conference on Comparative Fiscal Adminis¬ 
tration was held in Geneva from 16 to 25 July 1951. The Conference met 
under the auspices of the Technical Assistance Administration and was 

directed by the Fiscal Division of the Department of Economic Affairs of 
the United Nations. 

The participants in the Conference were: 


Jacques Certeux 
Alexandre Dominique 

Mehmet Ertogruloglu 

Mrs. Ursula Hicks 
Carl Iversen 

Henry Laufenburger 

Simeon Leland 

Erik Lindahl 

Carlos Oyarzun 

Raul Salinas Lozano 

A.N. Sattanathan 
Ragnar Sunden 


France 

Haiti 

Turkey 

United Kingdom 
Denmark 

France 

United States 

Sweden 

Chile 

Mexico 

India 

Sweden 


Inspecteur des Finances, 
Ministfcre des Finances 
Vice-President de la Banque 
nationale de la R6publique 
d' Haiti 

Member of the Research 
Council, Ministry of Finance 
Lecturer, Oxford University 
Professor, University of 
Copenhagen 

Professeur 4 la Faculty de 
Droit de l f Universit£ de Paris 
Dean, College of Liberal Arts, 
Northwestern University 
Professor, University of 
Uppsala 

Adviser to the Minister of 
Finance 

Chief, Economic Research 
Department, Ministry of 
Finance 

Director of Customs and Ex¬ 
cise 

Vice-President, Federation of 
Swedish Industries, Head of 
Public Finance and Tax 
Section 


Mr. Maurice Masoin (Adviser to the Minister of Finance, Belgium) 
participated in several meetings of the Conference. 

The Conference was opened by Mr. Gunnar Myrdal, Executive Secretary 
of the Economic Commission for Europe. Mr. A.D.K. Owen, Assistant 

Secretary-General for Economic Affairs, gave the closing address of the 
Conference. 

Mr. Henry S. Bloch, Director of the Fiscal Division of the United Nations 
Department of Economic Affairs was Conference Director and acted as 
Chairman of the Conference. Mr. Karl E. Lachmann, Chief, International 
Tax Section, Fiscal Division, acted as Secretary. Mr. W. van der Heide and 
Mr. J.P. Martin, Fiscal Division, acted as Assistant Secretaries. 
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I. 


II. 


III. 


2. Agenda of the Conference 
The agenda of the Conference was as follows: 

A. Direct Taxation 
Pe rsonal Income Taxation 

’• in se,une up “<“ ■»«•» *» 

?• «“> »“>»■> tor»» of persona, 

^ n°u fl C , UV ^ are Unitary income taxes such as those in the 
United Kingdom or the United States (examples of India 
Pakistan, Burma, Turkey)? ’ 

(ii)How effective is the schedular income tax such as in the 
„ French system (examples of Chile, Ecuador, Iran)? 

(b) Do the arguments which led the French Government to initiate 

the replacement of the schedular income tax system by a unitary 

income tax apply to under-developed countries ?If so, how should 

the reform be accomplished (example of Iran where such a re 
form has been proposed)? 

(c) How effective is the American form of income taxation in less 

T m .tloro i rl” C . a ll g “,? pleS °* Puerto R1 “ “« Philippine,? 

1. Can business profits be treated like any other income? 

' p.?»n, C lT„ P coM? 0 " ‘" COme be U “' d “ paratel >' " <«»ewnu, 1 ™ 

3 ' Sf* toe Speclal obstacles in under-developed countries to 
ntegrating corporate with personal income taxes? 

How should a government tax corporations exploiting natural re 
corporations ) 6 ? 1 ^ 1 ^ 1116 partiCularly to ^ of foreign-owned 

!’ porate C ° mPlement to — 

form ?*' 688 Pr ° fitS 13X68 desirable? « so, when and under what 
7. JJow ? should one deal with the problems of depletion and amortiza- 
T axatlon of Cap ital r,atna 

Should capital gains be treated like any other incomp an H if t . 
regimes have been found effective (seeB.3 below)? ’ d * *’ What 

B. Taxation of Agriculture 
a ^ ricultu ral income be treated? 

la) Should agricultural income be taxed like anv nfho** 4 ~ 

(United States - problem of late^eporting marein 

treated 6 on 

1 "“™ “ Hie pre„,„p„ ve 

V> StonT'™ 11 ""' ‘ nC<>me UX * , ‘°" b * “»W»ed .1U, property 
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2. Should urban land be treated differently from agricultural land? If 
so, how? 

3. Should land transfers be taxed in a special way (e.g. to cope with 
land speculation)? 

4. Can taxation of agricultural income and property be used to avoid 

misuse of land, e.g. special taxes on fallow land? What are the 

special economic and administrative problems arising in this con¬ 
nexion ? 

5. What is the tax portion of the farmer, taking into account not only 
the taxation of his income and property but also the taxation of goods 
and services purchased by him? 

6 . How does the nature of the tenure system affect the types of taxes 
imposed on agriculture? 

C. Indirect Taxation 

I. What is the effect of taxation of articles of mass consumption on: 

1. Government revenue? 

2. Income distribution? 

3. Consumption habits? 

n. What are the possibilities of using selective purchase taxes (e.g. on 

luxury products) as an instrument of anti-inflationary action? 

III. What are the relative economic advantages and disadvantages of sales 

taxes and turnover taxes and various forms of production taxes? 

IV. What is the revenue potential and administrative technique involved in 

the use of export duties? 

1. What are the possibilities of the export duty as a complement to the 
income tax? 

2. What are the possibilities of using these duties for the purpose of 
acquiring from foreign-owned corporations funds held abroad? 

3. What is the effect of export duties on economic stability? 


I. 


n. 


m. 


D. Taxation of Capital 

What are the possibilities of a net worth tax in under-developed coun- 

as a com Plement to the income tax)? 

H ar ^ Possibilities of death duties and gift taxes in under¬ 
developed countries? 

What are the best alternative bases for assessment of urban real estate, 

such as rental or market value? 


E. Budgetary Management 

I. What is the proper organizational structure, location and inter-relation 

of the budget office, controller's office and general accounting office? 

. In connexion with the problem of setting up budget accounts so as to 

measure the effect of public finances on economic stability and develop¬ 
ment: 

1 . What has been the experience of those countries that have established 

a relationship between capital accounting and loan finance? 

2. What contribution can be made by: 

(a) Improvement in public debt accounts? 

(b) Consolidated reporting for public undertakings with the general 
budget? 
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m. What are the special budgetary problems arising in the case of public 
undertakings ? p 

IV. What is the validity of the arguments presented in favour of earmarked 

taxes and special funds; what are the financial and administrative 
problems they raise? 


I. 


n. 

g- robl em of Transfera b ility of Techniques in the Fiscal Field 

I. The following are examples of developments which could be discussed 
under this item: 

1. The British fiscal system has been applied to the colonies with 

certain modifications. What are these modifications and why have 
they been introduced? 

2. Countries which have recently acquired independence have changed 
their system. What were the major changes? 

3. The British system has also changed. How have these changes been 

re lected in other countries whose fiscal systems were originally 

derived from the British system (see the example of India in Public 
Finance Survey of India) !/ e - 


F< - lscal Techniques in their Re lation to Stability and Development 

The over-all probiem of co-ordinating public debt management, ex- 

penditure policy and tax policy in an effort to foster development with- 
out inflationary pressure. 

The applicability of individual taxes to the problem of inflation control. 


C. SUMMARY OF THE DISCUSSIONS 

Section 1. Personal Income Taxation 
' Upon P er sonal income taxes in under-develo ped countries 

could under prevalll^^ ditions, inc<S laxes 

tries d Thev e ^ m !h lnSt / UmentS ° f maSS taxation in under-developed coun- 

the same lav as ftefare ^ anti - inflatio ™ry measure in 

taxPQ o * + y as ^ ey are in develo Ped countries. Export duties indirprt 

the maior taXatl0n of basic crops or production will remain for some time 1 

The narZ'l 8 ° f r T nUe in 3 great ma ^ under-developed countries 
economie^stems from le^Tt")? t Ik" 01116 t3Xati ° n in under-developed 

below the suStenceTev^ S " 1,16 maj ° rity ° f people live at or even 

neverthSp^ , er l 1S 3 general lack of literac y- Personal income t^s Trt 

in taxing personal 1 'incn aSlngl H‘ In v India ’ e ‘ g '’ greatpr0gresshas been made 
successful^ i„ t tncome and in Venezuela, income taxes have been used 
eesstulty in lieu of export duties.27 usea 

be expected ° f revenue from Personal income taxes may not 

sirable feature h/an/tl^ 81 ° f devel °P me nt, such taxation is a de- 

which no other tax "L ^rn^dlT l™* U provides an element of equity 
even in barelv mnnot P ^ ln same sense * It was recognized that 

justice and that in ge^raT^rnerso^al " WaS & S f tr0ng feelin g *>r social 
concept to the taxpayers. Personal income tax is very congenial in 

y United Nations Publications, Sales No.: 1952. XVI 1 

Sf India and Venezuela United Nations d. 

Sales Nos. : 1952. XVI. 1 and 1951 . XVI. 2. 11 ns Publications, 
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The experience of one of the Conference participants in two Latin- 
American countries has shown that in under-developed countries where 
governments wanted to introduce very strict personal income taxes de¬ 
signed to tax the greatest possible number of people, the system often has 
failed and has led to exorbitant costs of administration. In the opinion of this 
participant, high basic exemptions should therefore be used during the first 
stages of development. 

The participants concluded unanimously that governments should be 
concerned with the potentialities of personal income taxation as a means of 
strengthening equity and as an important source of revenue. 

2. Schedular versus universal income taxes 

In examining the anatomy of various tax systems, one participant who had 
extensive experience in Latin-American countries where the schedular 
system is traditional, stated that it was better to aim at a rationalization of 
this system than at the substitution of a unitary system. The schedular 
system seems to be more rational when taxes are collected at the source. 
The possibility of applying different rates for different kinds of income can 
be used for the heavier imposition of unearned income which in this way 
is more easily effected than through a special net worth tax. 

Other participants felt on the contrary that since the unitary system 
leaves less room for political or other discrimination, under-developed 
countries should adopt it from the first. A tax on the global income seems 
a better starting point since once a schedular system has been established, 

the change-over to a. unitary system creates great administrative complica¬ 
tions. 

However, most of the participants agreed that rather than to distinguish 
between two types of income tax systems - unitary and schedular - it is 
more realistic and administratively more efficient to recognize that income 
tax systems generally contain features of both. One of the main considera¬ 
tions is always what features within a given economy would provide 
broader coverage especially from the point of view of effective administra¬ 
tion, the real issue being to assess income correctly and arrive at the best 
coverage of all income earners. The administrative device used may adopt 
certain features tested in a schedular or in a unitary tax system depending 
upon the specific circumstances in which the income tax is to operate. It 
may be found, for instance, that it is more practical to treat agricultural 
income separately because of the special conditions of its assessment. A 
progressive surtax on the global income may be super-imposed on different 

flat rates applied to the various elements of the income for administrative 
convenience. 

On the other hand the question of distinguishing between earned and un¬ 
earned income is a matter of fiscal policy, and not tied to either system. 
The following principal points emerged from the discussion: 

(1) As an instrument of mass taxation personal income taxes cannot help 
to fight inflation in under-developed countries in the same degree as they 
do in developed countries. 

(2) Income tax has operated with success in some limited sectors of the 
economy of under-developed countries. 

(3) Income tax should be used increasingly in under-developed countries as 
an instrument of progress to secure equity in taxation and as a source of 
revenue. 

(4) Income taxation raises important administrative problems. 

(5) The distinction between unitary and schedular forms of income tax is 
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not of major practical importance since neither is really to be found in its 
pure form in the actual systems. 

(6) To some extent, indirect taxes can also be used as an instrument of 
progressive taxation. 

Sectio n 2, Taxation of Business Profits 
1 • Taxation of extractive industries 

The participants recognized that one of the special problems which 
exists m many under-developed countries is that of the large foreign 

“’ u p0 m ra . °" , whl t cb ls frequently a monopolist in the exportation of basic 

raw mater ais. K appears, in many cases, that such a corporation transmits 

part or all of its profits abroad and since the extraction of natural re- 
ources means also the depletion of national wealth, the common tax treat- 

“ "°i U .T lly sufficient for this type of industry. Income from ex- 

Z u T* be taX6d in a SpeCial Way > in order t0 compensate 

this respect^ ^ re80urces ‘ T he following methods were discussed in 

C °" traC . tS between companies and governments: the participants 

prevents ihl f .f® , und ® sirable : moreover their lack of flexibility 

chanvimr adaptat 0n o^fhc treatment of the enterprises concerned to 
changing economic conditions. 

BubSsfed was , a « re ? d 0131 forelgn corporations should be 

that differential rl^ LTvoilT WhiCh *° y ° P6rate “ d 

plication^thi royal j ies wer e favoured by a number of participants. Ap- 
fn • i standard and homogenous income tax means safetv for 

£ E, R ,r 1U „“ may be aeked >" *P«cUl contract,, JT1IZ 

the co„.r,ets ;X°toe S™""' •» "vise 

(d) Export duties: see Section 6, hereunder. 

L - agcaljnce ntlves for foreign capital 

capital to°^ n S»!^J E H 0nCer . ne l d Wlth 1)16 problem of attracting foreign 
aware of the nectsS it countries and keeping it there but it was equally 

without benefit to the country! 76 " 111 ^ buslness P r °f lts fro ® being exported 

the^cono^icMd S?,' ^ P ? 8 i tion taken by Fiscal Commission and 

revenue sTcrifW« i <°T 1 } (Re8olutlon B II, XHI)!/, namely that 

rather be made bv thp^ f/ f ° r avoldanc e of double taxation should 
specifically agreed that it countries, was endorsed and it was 

ing countrieSo m^e“ not , be technically wise for capital import¬ 

time period. Undpr-Hovoi y concessions on a basis other than for a limited 

at great cost in revenue without ha «® ° ften ?iven blanket exemptions 

Emphasis was Dut on the h i u,! ec tive In attracting foreign capital. 

Profits at as earty a stage of dele^ 1 *^ f establishin K a tax on business 
avoid the political difficulties °f ment as Possible, in order especially 
criminating between lending n t r f" ne Eotiating concessions and dis- 

of the Fiscal Commiisio™?H ! 8 - Ther ® WaS 3180 8eneral endorsement 

not grant tax favours to a foreign e t” an unde r-developed country should 
favourable position than a dnmeXcSi* 11 WOuld put 14 8 more 


1J ~211?£l£_^n^Socla^Councll i _0£flcial Record- Thirteenth , 

tlons document E/2152, pages 23 and 24.-L-iimL^enth Seaslon, United Na- 
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As to the second problem, it might be desirable to use tax measures in 
encouraging corporations to restrict dividend distributions, particularly 
if they are made outside the country, with consequent loss of needed foreign 
exchange. The danger was stressed, however, that measures to restrict 
dividend distributions might act as a deterrent to the operations of foreign 
corporations. 

3. Structure of corporate and business taxes 

Integration of personal and corporate taxation was only favoured by one 

participant. The other participants felt that such integration is difficult or 

virtually impossible especially where a large number of shareholders live 

abroad and are, therefore, not subject to the personal tax jurisdiction of the 

country in which the corporations operate. In these cases, the question of 

so-called "double taxation" of the corporation and the individual is a moot 

question because the over-all position of the shareholder cannot be taken 
into account. 

It was recognized that as the economy of a country becomes diversified, 
the scope of its tax pattern must be so enlarged as to include all business 
activities. Therefore, care must be taken to allow for a system which covers 
corporate as well as non-corporate business. The corporation, however, 
even if it is a domestic one, creates sometimes such special problems that 
it needs specific tax treatment. In the beginning of a corporate tax system, 
the flat rate is considered the simplest method. A full progressive scale of 
rates, if applied to corporations, must be based on the ratio of income to 
invested capital. Several participants felt that such a refined treatment 
would bring about serious administrative difficulties which make it unsuit¬ 
able to under-developed countries. One participant was definitely opposed 
to a progressive rate of taxation, on the ground that the distributional 
arguments which make it desirable in the case of personal taxation do not 
apply in corporate taxation. 

In any case, it was agreed that if there is a flat rate on corporations, it 
must be supplemented by a progressive personal income tax system. 

As stock markets develop, the form in which shares are held has ad¬ 
ministrative importance. Registered shares make dividend payments easier 
to trace and to tax in the hands of the shareholders. Although some under¬ 
developed countries are trying to give more favourable tax treatment to 
registered shares than to bearer shares, this is considered insufficient 
because the incentive for tax evasion in the case of bearer shares is too 
great. Thus the use of registered shares can be universally recommended. 
Moreover, the participants were unanimous in their belief that the mere 

form of bearer shares could not be considered an incentive to desirable 
investment. 


In periods of consistent high levels of demand excess profits taxes and 
export taxes have been used widely in under-developed countries to sup- 
plement the personal and corporate income taxes. Such devices were not 
considered as useful permanent elements of a tax structure and efforts 
should be made to strengthen the income tax in such a way as to take care 
of especially high profits in periods of boom. 

4. Reinvestment of business profits 

seems commendable in under-developed countries but 
mobilization of savings in the hands of the government may be needed as 
much as private savings. Examples were given of countries which provide 
large exemptions for reinvestments but the example of Turkey was also 
cited where need for revenue prevents the government which assumed the 

bulk of capital formation, from granting such exemptions. Industrialization 
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is not always good in itself regardless of the field in which it takes place; 
development is often more helped by irrigation schemes, road construction, 
etc. which are not likely to be undertaken by private enterprises. 

Remittances abroad are often one of the main problems in under-develop¬ 
ed countries. Such remittances can be fought against by a relatively more 
favourable treatment of undistributed profits. 

It was agreed that the problem of reinvestment should be considered on 
an ad hoc basis, but it was held that the taxation systems sometimes may 
be effective in inducing industries to plow back their profits into the enter¬ 
prise. 

5. Administrative and accounting practices 

The development of a good income tax system for business and in¬ 
dividuals depends on the improvement of accounting practices. Without 
some standardization of bookkeeping methods, taxation of business profits 
can hardly be effective. Conversely, the government’s efforts to enforce 
income tax on enterprises may be a stimulus towards some unification of 
business practices. The development of financial institutions, the use of 
checks and of bank accounts facilitate business taxation. 

Better business profits taxation will also be achieved through better 
administration. A good staff of inspectors is most valuable for tax en¬ 
forcement. Special tax offices in charge of business taxes should be organ¬ 
ized on a regional and professional basis. Too often good tax officials are 
under-paid. 

It was found essential to provide good training for tax officials. In 
addition to academic background, accounting experience is needed. Training 
abroad such as that offered under the United Nations Technical Assistance 
fellowships and scholarships programmes and corresponding bilateral 
programmes are valuable, especially when taking place in countries with 
similar institutions and legislation. 


Section 3. Capital Gains Taxation 
Scope an d form of capital gains taxation 

The problem of capital gains taxation as a corollary to the problem of 
axation of companies is not of great importance where the companies 
operating in the country are foreign-owned. As the shareholders or parent 
corporations are outside the country and the shares are traded on foreign 
security exchanges, there is no opportunity for taxing such gains upon their 
realization. The whole problem is in those cases merged with that of the tax 
reatment of retained or re-invested profits. 

Where there are important companies with domestic shareholders or 
w ere capital gains arise in another form in an under-developed country 
was felt undesirable to tax such gains in the conventional fashion by treat- 
ng em wholly or partly as other income when realized. It was felt to be 
preferable that the government attempt to obtain revenue from those gains 
rough tax means like gift taxes and death duties. 

ann i WaS pointed out that some capital gains can be reached through an 
nuai net worth tax based upon the sales value of the assets held by the 

^xpayer. Property taxes other than net worth taxes, but likewise based on 

have of ^rse the same effect. Finally, the Danish practice of 

exam^ Call K, ^f Xing 016 lncrease ^ value of was commended as an 

^ hlCh mlght wel1 be foUowed ln under-developed countries, es- 
P laily where values of properties rise due to public works. 
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Objections raised by some participants against a special capital gains 
tax were based on its potential adverse effect on investments as uSfht 
encourage postponement of realization. Finally it was pointed out that 

l7,*lto£S l JT „ ta f n,a1 ' ’’"l 0 """ 8 o' 

e made. In this connexion mention was made that such decreases in 

money values were, in the case of the Danish tax on increases in land 
value, offset by the use of multiplication factors 

Some participants, on the other hand, felt that to subject capital (rains to 
a special tax rather than to regular income tax was merely 5ie result of ^ 

erroneous definition of income, since income should be considered as the 
increase in assets during the year. e a as uie 

2 ' T k 6 USe ° f a ca P it al K ains tax to curb speculativ e investments 

tion p^tTcula^rl^ 1 a mea ™ t0 combat excessive specula- 

a general reveiue ri^i * f 1)00111 ln a Period of inflation, rather than as 

mended a transfer tnv o n fh tax ’ wa ® a PP roved * Some missions had recom- 

“ases wLre ^e in^rv,". of ^ uildin g s » PP^ high rates in those 

cases wnere the interval between two sales was short and lower rates in 

a capitel^ains^einT 38 l0ng ’ 'wf sim P Ietransfer tax was a substitute for 
a capital gains levy on speculative sales of buildings. Such a tax could of 

ove^in othe U r S asset k s eWlSe CMC * undeslrable peculation and high turn- 


i ra - . _ection 4. Taxation of Agriculture 

Scope of agricultural taxation 6 --- 

Under-developed countries are largely agrarian in character Agricul- 
which live 3 “^ fr om tofl^d*® overwhelmin 8 mass the population 
. A ‘ ^ ata ft the issue was raised of how broadly taxation of agriculture 

cfuw be defined and whlcd toe., In addlllon h, ,Ld toi, .hSl te 1„" 

SS.XS ap C pl“ blK ‘ to ? — - 

.-faXSS^r,!? agr ‘ c ^ lturallst s are not a homogenous body and 
private Sd nZpi h ® “1® between ^ming corporation, the large 
tenants. ’ ® medlum Size farmers and the small farmers and 

The Conference participants recognized that while it is nnssible and 

“”L U “ U °" o' corpora!i.„“ Som devil 
to under-developed countries, much less is gained by doing so with regard 

to taxation of other sectors of agriculture. Farming practice differ fr^m 
^ri n cui y tu?al C °t^ tr s y: , a « rl ™ lh ! ral , CUflt o ms are deep-rooted and tfe present 

Scto Sl™ u y Sco«to' 7 Ue,i ln ““ ‘“ d tenu " 8 >' 8 “» “ d 

2 * Ra tion of farming corp orati ons and large private land own... 

taxed on ^ e a renCe P arUci P an ts a«reed that farming corporations should be 
taxed on the same manner as other business corporations. 
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There was also wide agreement that large private land owners should be 
taxed on a progressive basis. However, it was recognized that the political 
influence of the large land owners often offered greater obstacles to ef¬ 
fective taxation than did administrative difficulties. In some countries, in 
spite of the land redistribution efforts, certain large land holdings still are 
owned by powerful interests who up to this day are very lightly taxed. 

Large land owners also are liable to make uneconomic use of their land 
or even keep it completely idle, holding it for prestige reasons or for pur¬ 
poses of speculation. As economic development requires the full productive 
use of land, such practices were to be discouraged by appropriate tax 
measures. Introduction of heavy capital gains taxes on the sale of land with 
rates increasing steeply, as the period during which land was held between 
two sales decreases, was recommended. Another proposal was to tax land 
at its potential market value, i.e. at the value that it would have if it were 
effectively cultivated. At the same time it was recognized that incentives to 
make better use of land should be used selectively and with caution as they 
may lead to overproduction, soil erosion, etc. 


3. Taxation of medium-sized farmers 

Particularly in relation to the medium-size farmer the question was 
asked whether the authorities in the absence of progressive income taxes 
should primarily rely on production taxes, land taxes or excise taxes. The 
participants were divided on this point. Some felt that a production tax of 
the tithe tax type could in part be passed on to the consumer and thus would 
constitute less of a burden for the peasant. The argument in favour of a 
land tax was that as economic development leads to an appreciation of real 
estate values land taxes could make available to the government part of the 
windfall. To keep assessments up to date perhaps one could use an index of 
prices, capital values or rentals for rapid adjustment. In favour of excise 

taxes it was stated that they were easy and inexpensive to administer and 
often little felt by the peasant. 


^• Taxation of small farmers and tenants 

There was a strong sentiment that small farmers below a certain net 
income level should be excluded from taxation. In Turkey, for instance, 
agricultural income is exempt from income tax because as a rule of thumb 
most agricultural incomes are considered to be below the level of income 
tax exemptions. Some experts opposed this position and pointed in particular 
to the desirability of maintaining a property tax. Such a tax it was held was 
needed in order to return to the government some of the property apprecia- 

10 ns which always take place in developing countries and are primarily 
brought about by government activities. 


In general it was agreed that farmers at or below the subsistence level 
should hardly be taxed, that ultimately it would be good to have a progres- 
sive income tax system and that property taxes should be maintained but 
poss bly substantial exemptions be granted to small farmers. Some partici- 
pan s favoured the combination of a property and an income tax. Others 
avoured their separation. Sweden andEcuador, for instance, credit property 

t | ) . aym ® , ? ts against income taxes. Co-operatives could greatly facilitate 

f . 10n * e y aa'e able to keep accounts and permit the authorities to col¬ 
lect taxes at the source. 

^ road problem of agricultural taxation and economic development 

DeDar?rr,Ant m f d p 016 Sut>iect of a j olnt stud y of the Fiscal Division of the 
P tment of Economic Affairs of the United Nations and the Food and 
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Agriculture Organization. The same study would also attempt to survey 
present tax laws and practices and enquire into the steps which under 
specific circumstances might be taken to improve the agricultural tax 
system and make it more consistent with other development activities. 1/ 

Section 5. Indirect Taxation 

Indirect taxes contribute a large part of government resources in under¬ 
developed countries which may find it particularly difficult to raise large 
amounts of revenue through income taxation. However, the label "indirect 
taxation" covers various tax means which differ greatly as to their applica¬ 
bility and effectiveness in under-developed countries. 

The Conference participants expressed the belief that a manufacturer’s 

tax seemed unsuitable for an under-developed country. From the incentive 

point of view its defect is to penalize the domestic producer who adds the 

most value to the product; on administrative grounds it proves difficult to 

determine the value of the raw material contained in the manufactured 

product and to enforce the tax properly. This is even more so for such an 

elaborate device as a value-added tax: by taxing the increment at every 

stage of the production process, the government may avoid delay in getting 

revenue, but the added complications are likely to offset any advantage over 
the straight sales tax. 

It was felt, however, that when a production tax as in Chile has been in 
force for a long time, there are certain drawbacks in replacing it by new 
taxes with regard to which there is little or no experience. 

Import duties may be considered as a good tool for indirect taxation 
because their administration is relatively easy. But the fact that they have 
to be shaped according to the balance of payments situation may prevent 
them from being relied upon as a suitable source of revenue. 

In India, import duties were yielding important amounts of revenue 
until imports of consumer goods had to be discouraged due to balance of 
payments difficulties and due to the necessity of protecting domestic 
growing industries from foreign competition. The development of the do¬ 
mestic industrial production made it possible to obtain revenue in levying 
excises on articles of mass consumption. In Haiti import duties have been 
preferred to excise taxation because limiting indirect taxation to imported 
goods was thought a desirable selective measure - most luxuries being im¬ 
ported - and also because they are much less difficult to levy. 

| On excise and sales taxation the participants came to the conclusion that 
there is no general theory which can be referred to, except that most of the 
time it is desirable and possible to discriminate in favour of basic com¬ 
modities and against luxuries. The distinction between general sales tax and 
selective excise taxation cannot be presented as a clear-cut alternative 
because most of the time a general sales tax suffers many exemptions while 
selective excise taxes may cover a large range of products, but more es¬ 
pecially because any recommendation must take into account data which 
vary a great deal from country to country (for instance, the extent to which 
village communities are to be reached). 

1/ An International Conference on Agricultural Taxation and Economic Development 
was heldat Harvard University in Cambridge, USA, from 28 January to 3 Febru¬ 
ary 1954. It was sponsored by the Harvard Law School International Program in 
Taxation as part of its plan of cooperation with the United Nations in the field of 
tax research. The Proceedings and Papers of the Conference will be published 
by Harvard University in 1954. 
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Taxes imposed on commodities whose demand is inelastic may have bad 
social effects outweighing their revenue advantages; when the demand is 
elastic the pattern of consumption may be changed in an undesirable way. 
A selective sales tax may not appear altogether regressive when it is geared 
to strike at commodities consumed by upper income groups; more interest¬ 
ingly it can appear as a relatively elaborate tool, compared to more primi¬ 
tive tax means like stamp taxes. 

/It was stated that in Turkey the Government tries to get as much revenue 
as possible from direct taxation, while in India it is thought that too much 
reliance has been put upon direct taxation and the present policy is to ask 
from indirect taxes a greater proportion of revenue than in the past few 
years. In any case, at any stage of the evolution, efficient indirect taxation 
depends highly upon the availability of a good administration and the partici¬ 
pants found that a distinction could be made between industrially under¬ 
developed countries with developed and with under-developed administra¬ 
tions. In India, where dealers are effectively registered, federal selective 
excise taxes and State sales taxes give good results. The Indian experience 
was said to indicate that the collection at the wholesale level was more 
effective. Experience of other countries pointed to the better public under¬ 
standing of the sales tax when imposed at the retail level. 

The tendency of many under-developed countries to add new taxes and 
supplementary rates on top of old ones and to complicate the tax system, 
thereby lessening its efficiency, is particularly noticeable in the field of 
indirect taxation. The existing complexity of the situation makes a fact¬ 
finding job particularly important. If the fact-finding is done prior to the 
arrival of the technical assistance mission in the field, its analytical task 
can be expedited on a more realistical basis than if both have to be done 
simultaneously. 


Section 6. Export Duties 

. 7 he P artici P ants {irst discussed export duties in terms of economic sta- 
Dlllty. Export duties may be viewed as having a lesser direct impact on 
employment than on income when exports come from small domestic 
producers rather than when the natural resources are exported by foreign- 
owned enterprises. As for the indirect effects on the national economy 
uiey are likely to be of less importance when the enterprises are operated 
y oreign companies sending abroad a considerable part of their profits, 
owever, the problem of under-developed countries is to obtain adequate 

exhanTtfiT 68 [ r0m , actlvities involving the exportation of their frequently 
exnaustible natural resources. 7 

tr,H he > maln advanta 8 e of export duties seems to be that they are adminis- 
ones V mL e f S a ^ Collect - Under-developed countries as well as developed 
smhL y f d 1116111 a PP r °P riate to handle special profits arising from a 
effect"^ 6 a" W ° r ! d pr i ces of basic commodities but their anti-inflationary 

Government' rT iT* “ ade ° f 0,6 additional funds thus obtained by the 
nml l ' T aVOid re 6 ress ive effects specially harmful for marginal 

e f P6rtS haVe thought of some sophisticated devices which 

St sp« c mc r °^fH d V eXPOrl d i" e6 ' “ hlch should »*»«■ * ad .alorem SS 

on* hanHfi. ’ ^ ld be geared t° w ards income taxation by considerin'* on 
applying a sort^f^ 6Xp0rtS .’ on Mother hand the presumed costs and by 
thatthe proSclr ImSTahTT® Fate - l should not be too readily assumed 

On the other hand, export duties may be paid out of profits made fn foreign 
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currency which would otherwise have remained abroad. The general opinion 
was that export duties may usefully supplement income taxation. X/ 

As for the timing of taxation, the belief was expressed that export duties 
may prove useful as a pre-payment on income tax liability. In any case the 
experience of some under-developed countries seems to be in favour of 
considering export duties as an important source of revenue but one on 
which it is better not to rely too much since the yield depends too much on 
fluctuations of the world market. Provided this qualification is made and 
due care is taken of the high cost producer in the light of the specific 
conditions prevailing in a country, export duties were favourably considered 
by most participants as a handy means of tackling high profits and some¬ 
times as a good tool to fight inflation; they can also eventually be used to 
divert production towards domestic use. 

The ultimate goal of a good tax administration should however be to 

improve the income tax system to such an extent that an export duty is un¬ 
necessary. 


Section 7. Compensatory Fiscal Policy 

Fiscal policies to counteract movements of the business cycle have 
originated in the more highly-developed countries and are not readily 
transferable to under-developed countries, since the factors influencing 
cyclical movements are largely exogenous to them. This is especially true 
of those under-developed countries whose economy depends chiefly on one 
or a few primary commodities produced for sale on the world market. Such 
economies are facing wide fluctuations in prices and quantities of primary 
commodity exports. In times of depression, such exports sharply decline 
and bring about a fall in income and employment, which very often results 

in a reduction of imports. National economies of under-developed countries, 

therefore, may be seriously disrupted when imports of indispensable fin¬ 
ished consumer goods have to be curtailed. On the other hand, the spread of 
depression from highly industrialized areas to under-developed countries 
hampers capital formation and economic development, as a result of the 
considerable loss of income. However, it is not within the power of under¬ 
developed countries to control cyclical movements originating abroad and 
transmitted to them through the channels of foreign trade. Compensatory 
fiscal policy, among other devices, can at best palliate certain effects. 

It was felt that the primary long-range aim of compensatory fiscal 
policy should be the financing of developmental investments aimed at di¬ 
versification of the national economy and at reducing the sensitiveness of 
the balance of payments. Development of production of essential consumer 
goods is of particular importance in this respect, since in times of depres¬ 
sion curtailment of imports would be confined to non-essential goods. On 
the other hand, a diversified economy will be reflected in enlarged tax 
receipts, which give the government a wider range of action when, as a 
result of depression, export duties decline sharply. However, although 
diversification of output can make the economy less vulnerable, too much 
cannot be expected from such a policy in the near future: many under¬ 
developed countries, indeed, will remain dependent on exports and will 
continue to derive the greatest part of their national income from the ex¬ 
port of primary commodities. 

Among the more specific devices discussed, the establishment of a 

1/ In time of low world prices, subsidies may have to be considered to help primary 

producers. 
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reserve fund out of accumulated surplus in time of upswing, to finance 
public works and similar expenditures in time of depression, did not find 
much favour. It was felt that serious difficulties, especially of a political 
nature, would be encountered in seeking to accumulate and preserve such 
a fund in countries where development projects have priority and are always 
larger than the limited funds available. Certain schemes, like the Regulari¬ 
zation Fund in the Belgian Congo, which seek to obviate such obstacles by 
strict legal requirements, both as to the use of surpluses and the coverage 
of deficits, were opposed on the ground that they do not allow the necessary 
flexibility in either the accumulation or the expenditure of surpluses, and 
may impede pushing economic development to the limits of available re¬ 


sources. More restricted funds to stabilize the prices of primary com¬ 
modities or to provide for storage facilities in time of depression, although 
useful, are unable to counter a severe depression generated from abroad. 

More support was given to such methods as the manipulation of cash 
and appropriation accounts. Treasury management and separation of cash 
and appropriation accounting may easily provide for reserves without 
having recourse to separate funds. In time of prosperity, many under¬ 
developed countries accumulate cash balances in excess of what is needed 
as a prudent reserve against ordinary fluctuation in revenue. Cash balances 
could adequately be used to import indispensable goods in time of depres¬ 
sion or to pump-prime aggregate demand and production. Much support 
was also given to the utilization of accumulations in social security and 
similar funds for inter-governmental borrowing in time of depression. 
However, it is sometimes felt that it would be more useful to spend im¬ 
mediately such excess reserves in capital works, instead of waiting for a 
downswing in the economy. 


The management of the public debt was recognized as a more refined 
instrument of compensatory fiscal policy. Government borrowing during 
the upswing aiid adequate repayment policy to appropriate groups of bond¬ 
holders during the downswing, may lead to a substantial alleviation of de¬ 
pression, through their effects on internal demand. On the other hand 
government or central bank borrowing in time of prosperity diverts a 
part of income in circulation from imports and consequently does not give 
rise to an outflow of foreign exchange. This additional reserve can relieve 
monetary pressure in time of depression, when declining exports are in- 
sufficien* to cover essential imports. Public debt management was con¬ 
sidered unanimously as a much more flexible tool than separate funds 
governed by rigid legal rules. Yet the use of this instrument will be limited 
in scope because of the poor development of capital markets in most of 
the countries concerned. Due consideration has to be paid to the fact that in 

C “ n,rl “ sale government bonds is «SE5 £ 


Compensatory fiscal policy through foreign exchange reserves was 

t0 • the utili f a ti° n ° f government cash balances which in many under- 
pe countries are largely due to foreign exchange earnings Special 

tZ .f h WaS laid up ° n 016 qualiutive analysis of the gooZ imported in 
me of depression out of the accumulated foreign exchange reserves- im¬ 
ports of essential consumer goods, imports of capital equipment acauisitinn 
of vessels or transport equipment, etc. The economic effects of Zse m 

creaTZ f im r y "Z alS ° runint ° a conflict with the necessity for in- 
creasing imports in order to combat inflation. y 1 
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Section 8. Budgetary Management 

A major issue was the distinction between capital and current account. 
After some discussion, the common belief was expressed that if such a 
distinction is useful for national income accounting, it does not have the 
same meaning in terms of fiscal policy. Sound budgetary management does 
not call for rigid rules which may not suit the conditions prevailing in an 
under-developed country; for instance, the Scandinavian practice of having 
special funds for public buildings is too elaborate to be resorted to in an 

under-developed country like Mexico where expenditure for public buildings 

is found under better control in the current budget. The problem of de¬ 
preciation is a very difficult one for public works, government offices and 
government enterprises which are not of a business nature. What is needed 
in under-developed countries, however, is better accounting methods, and 
emphasis on capital account does not necessarily mean improvement in ac¬ 
counting. The way in which accounts are broken down is not as important 

as having all the transactions recorded with the necessary number of ex¬ 
hibits. 

In all cases there must be clear visibility of the aggregate results of 

good receipts and expenditures with due requisition of funds received or 

spent abroad, regardless of any breakdown of categories which mav be 
used. J 

Discussing this question in more detail, the participants found that the 
distinction between capital and current is of no particular interest on the 
receipts side, since it implies there some arbitrary and rigid distinctions, 
while it may prove useful on the expenditure side to show how government 
money is spent. But even in the latter case, difficulties arise to distinguish 
properly between maintenance and net investment. If a distinction is made 
between revenue yielding investments and non-revenue yielding investments, 
care must be taken that some investments of the latter sort which are of 

prime importance in terms of the human capital of the country (schools 
hospitals, etc.) are not neglected. 

The majority of the participants was against fixing any determined 
minimum of capital expenditure to be covered by non-borrowed funds. It 
was recognized that such a safeguard might be found politically wise by a 
government which fears the spending temper of Parliament. However such 
a recommendation is without any economic basis and should rather not be 
embodied in a law which would prevent future changes likely to be justified 
by the evolution of the economic situation. 

On the subject of presentation of the results of government enterprises, 
the general opinion was in favour of showing such results on a net basis in 

the framework of the general budget and of annexing detailed accounts on a 
gross basis as budget exhibits. 

On the subject of earmarking of revenue, the participants did not think 
that clear-cut conclusions could be reached. In principle earmarking gives 
undesirable rigidity to the revenue system and may lead to waste. For 
psychological reasons, it might be desirable to link a given expenditure to 
a given levy. In the long run, however, better psychological results are 
likely to be attained by aiming at sound public finance through compre¬ 
hensive government accounts. On the question of having a special authority 
to float loans, it was felt that a government is usually in a better position 
to borrow when it aggregates its borrowing operations; but if public credit 
is bad a special loan for a determined project may give good results. The 
creation of a separate authority is apolitical and not an economic question. 
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PART THREE. RECOMMENDATIONS OF SELECTED 

TECHNICAL ASSISTANCE MISSIONS 


The following summaries of fiscal recommendations formulated by 
selected technical assistance missions to under-developed countries in re¬ 
cent years, aim at providing a rounded picture of one major form of techni¬ 
cal assistance: expert advice. The summaries present in a condensed form 
the recommendations of each particular mission within the fiscal setting 
which existed at the time when the mission was conducting its survey. 
Each summary therefore includes an introductory section providing, such 
information as the level and composition of government expenditures and 
receipts, the size of the public debt and prevailing budgetary practices. 
In most cases the information provided was drawn from the reports them¬ 
selves, especially when the fiscal survey was conducted as part of a more 

general survey of economic conditions and potentialities of the countries 
concerned. 

In order to provide a selection of the type of technical assistance mis¬ 
sions which have been undertaken, the summaries encompass not only mis¬ 
sions sponsored by the United Nations, but also reports of missions con¬ 
ducted by other international agencies and by member governments. These 
are the missions of the International Bank for Reconstruction and Develop¬ 
ment to Colombia, Cuba, Guatemala, Nicaragua, and Turkey and the United 
otates missions to the Philippines and Turkey. 


BOLIVIA 


L 


I. Fiscal setting 

1. Expenditures 

Accurate data on the composition of expenditures arp nnt i ui 

public works, including highways w^in n a tlon a! govcrnmcni for 
were in 1940. This contrasrs wi’»h ! !,l i V ° ne half of what the V 

national (hi.™., which we„ In 1949 almoa* LIceaTmoch’if'n^S' 
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Inflation, over the last ten years has been more severe in Bolivia than 
in almost any of the other Latin American countries. During the Second 
World War impulses from abroad were partly responsible for the expansion 
of the money supply. Since the war, the chief contributing factor to the in¬ 
flationary process was the systematic financing by the Central Bank of 
recurrent budget deficits. During the decade 1940-1949, the annual deficit 
of the national budget averaged around 150 million Bs. as compared with an 

average expenditure of 1,500 million Bs, or approximately 10 per cent of 
the total. 

2. Receipts 

Government receipts are largely dependent on export taxes on minerals 

especially tin, and on profits and income taxes on mining companies. To¬ 
gether, these two categories of taxes account for almost one half of the 
ordinary revenues. In 1949, export taxes, including proceeds from the 
multiple exchange system, amounted to 32.8 per cent of the total ordinary 
receipts, income and profits taxes to 23.9per cent, and domestic consump¬ 
tion and production taxes to approximately 17.6 per cent 

3. Public debt 

The total public debt as of 31 December 1949 amounted to 8,452 million 
Bs. out of which 6,008 million Bs. were foreign and 2,444 Bs. internal 
liabilities. The foreign credit position of the country has been seriously im¬ 
paired by its default on the foreign debt. The arrears of interest exceed the 
principal of the liabilities. In 1950, the Congress adopted a debt settlement 
plan which was to operate from the beginning of 1951. 

The domestic debt, mainly owed to the Central Bank, is reported to be 

in excess of the legal debt limit by over 40 per cent. Bolivia has no bond 
or stock market. 

4. Budgetary system 

The budgetary system is described as defective both in the field of 
budgetary presentation and budgetary procedure and administration. Among 
the most important defects noted in the Report are the following* 

a. Non-inclusion in the budget of certain government activities and 

quasi-governmental authorities which are regarded outside of, or 

marginal to the budget. There are about 50 of such peripheral units, 

out of which 18 are public corporations or publicly-owned business 
enterprises. 

b. Earmarking of taxes: in 1947, out of 330 taxes, 291 taxes were 

earmarked wholly or partly for subordinate authorities or marginal 

entities and only 39 taxes were left to the national government for 
general use. 

c. Extraordinary budgets: such budgets are used widely since the 
Organic Law of the Budget limits expenditures to available revenue. 

The supplementary budget device is also used to defray emergency 
military and police expenditures. 

d. Rigid budgeting: there is no general practice of readjusting funds 
in accordance with fluctuating resources or changing needs during the 
course of the fiscal year. 

e. Defects in presentation: the present accounts do not permit a 
sound economic analysis for development purposes. There is either 
over-itemization or no itemization at all. 

f. Defects in procedure and administration: excessive and over-forma- 
listic controls, lack of independence of the Directorate General of the 
Budget. 
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II. Recommendations of the Mission 


A. General 

(i) Since continuous national budget deficits are the main factor under¬ 
lying the monetary expansion, an anti-inflationary policy requires a re¬ 
duction in expenditures, and an increase in government revenue. In actual 
practice, the scope of feasible reduction in government expenditures is 

rather limited. It is necessary therefore to depend almost entirely upon an 
increase in government revenue. 

(ii) One of the major recommendations of the Mission is the appoint¬ 
ment to top government offices of high-level Technical Consultants from 
abroad. The functions of such Consultants are: (1) to perform duties as¬ 
signed to them by the Bolivian Government, (2) to direct and assist in the 
training of Bolivian personnel and (3) to ensure that the agreed Technical 
Assistance programme for Bolivia is carried into effective execution. In 
the field of public finance the following Technical Consultants were agreed 
upon: one Consultant in the Bureau of the Budget, one in the Bureau of the 
Comptroller-General and one in the Income Tax Administration. 


B * Recommendations in the tax field 
Emergency programme 

Pending a thorough revision of the tax system, it is recommended that 
national tax yields be increased immediately by 30 to 50 per cent in order 
to balance the budget and halt the inflationary process. This increase could 
e best performed through an improvement of tax enforcement and com- 

pvfif 6 ’ 40,3 throu K h a temporary uniform percentage increase in all 
x sting taxes on domestic consumption and production, import duties and 
taxes on income and profits. 9 

Export taxes and the property tax would be excluded from this measure 
e former Decause of the possible grave consequences for the mining in- 
austry and the country's foreign exchange budget, the latter because of out¬ 
dated and incomplete assessments, 
i gng-run recommendations 

I* Tax system in general 

menrf^Tl l" ~ y | eld : “ increase ln tax yield over the long-run is recom- 
’ e P romlsin g sources of additional revenue being property 
taxes, import duties, domestic consumption taxes and income and profit 

Simpl ification of the tax system 

nup ^, d ? et f0r * e fiscal y ear 1950 lists 422 sources of national reve¬ 
ts’ a whlch more than 300 are taxes or customs duties. Many of these 
Sm or even identical bases, and a large number of 

solldatArt tn lnor fiscal importance. Such taxes should be simplified con- 
solicited and in certain cases abolished. ’ 

Eliminatio n of earmarking 

narv^n^ 8 * ^ reform of 016 budgetary process, the following prelimi- 

legislation- (11 ellmi^r^f' (1) dis f, ontinuance of earmarking in new tax 

sums involved ar^ mfnnr • °l !f^ ? g in 6XiStlng legislation, where the 

tween the central anrf Ik’ 3 , re ^ i81on of the fiscal relationships be- 
e central and subordinate levels of government. 

blg Qme and Profits taxes 

ceiDt s nC m « “ d pr0fits 13X68 are 016 second largest group of ordinary re 

S ofiVC “»! ■“ >»ms). Autp“ y 

aevel0 P ment . Bolivia cannot reasonably expect to rely on income 
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taxation for the major part of its revenue. Its efforts in this field already 
compare favourably with those of other countries at a similar stage of 
development. However, it may improve its system and increase progres¬ 
sively the ratio of income taxes to total tax revenue. 

The Mission recommends that the present ten schedular taxes be 
consolidated into the following four general levies: 

a. Normal tax on individual income : This tax should be applicable to 
all types of income, including salaries and wages, net earnings from liberal 
professions, net profits from unincorporated businesses, net rents, divi¬ 
dends etc. Present differences in taxation of these various types of income 
should be abandoned, including the differential treatment of earned income 
and property income which involves serious administrative difficulties. The 
new tax should apply to all types of income at a flat rate of 10 to 15 per cent. 

Personal exemptions should be increased. A combination of fairly 
liberal exemptions and a substantial rate is deemed preferable on adminis¬ 
trative grounds to smaller exemptions and a lower rate. It is also likely to 
produce more revenue. 

b. Surtax on individual income : A progressive surtax would replace the 
present impuesto global complementario . The exemption of Bs. 150,000 a 
year now allowed could be raised since inflation has decreased its value. 
Personal exemptions for the surtax and deduction of the normal tax should 
be discontinued. 

c. Corporation tax : A new corporation income tax should apply equally 
to the net income of all types of corporations, including mining companies, 
railroads, banks, commercial and industrial enterprises. The present dif¬ 
ference in rates of tax on profits of these different types of business should 
be discontinued. Integration of corporate and individual income taxes is not 
recommended at the present time, mostly in view of administrative diffi¬ 
culties and the great need for revenue. 

The corporation tax should be imposed at a flat rate of 25 per cent. 
Graduation of rates on the basis of the rate of return on invested capital, 
as in the existing tax on the mining industry, should be abandoned in view 
of the difficulties of application. 

Present depreciation and depletion allowances should be increased. 
Rapid amortization is considered as one of the most effective and desirable 
types of tax concessions to promote investment, greatly superior to tax 
exemptions and other types of preferential treatment. 

Carrybacks and carryovers of losses are complicated and make for 
instability of government revenue, but it could be attempted to allow new 
enterprises to carry forward losses sustained in the first few years. 

d. Dividends tax: In order to give corporations an incentive to re¬ 
invest profits in the business, it is proposed to levy an additional tax on , 
net income or accumulated surplus when distributed as dividends. Taxation ; 
of non-reinvested profits is considered as a more effective inducement, 

but it is held to be administratively too difficult to distinguish correctly 
between genuine reinvestments and unnecessary addition to reserves. The 
dividend tax of 10 per cent should apply to stock dividends to the extent ^ 
that the new shares change the proportionate interest of the shareholder in ^ 
the corporation. It should apply only to distributions of earnings of the 
current year or past years and not to distributions in partial or complete ^ 
liquidation of the corporation. (In the mining industry, liquidation of the ^ 
business through dividend distributions is not unusual.) 

- Withholding of income tax Ce 

The present withholding system which applies to salaries, wages and ^ 
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dividends was adopted in 1928, long before it was instituted in the United 

States, Canada and other countries with relatively well developed tax 
systems. 


The present system should be further strengthened; both normal tax 
and surtax should be withheld on salaries and wages, with appropriate 
allowance for personal exemptions. With respect to dividends and interest 
paid to Bolivians it is suggested that only the normal tax rate be withheld 
and that no allowance be made for personal exemptions. (Investors often 
receive dividends and interest from various sources.) 

Dividends on bearer shares of stock and interest on non-registered 
bonds should be subject to withholding at a maximum rate of income tax of 
per cent. Under this system, the government would lose no revenue even 
if dividends on bearer shares were not reported for surtax purposes. It is 
also anticipated that many corporations would voluntarily change their 
shares and bonds to a registered basis to avoid the high rate of withholding. 
The application of the withholding system is considered preferable to an 
outright prohibition of bearer shares and non-registered bonds. 

- Returns and other administrative aids 

Income tax returns should be required of all corporations and unin- 

arniw* r • businesses > and all persons receiving more than the exempt 
amount of income. ^ 


To facilitate assessment of 
persons and small businessmen, 
of proof to the contrary, every 
the rental value of his residence. 


income tax on independent professional 
it should be presumed that in the absence 
individual’s income is at least five times 


-Taxa tionof foreigners an d foreign income 

from Citi * ens resident in Bolivia should be taxed on their income 

an aD^nrw eStlC ^ ! oreign sourc es. It is recommended, however, that 
allowed 3 6 CrC ’’ f ° r foreign taxes paid on income from abroad be 


regufaTrSl C ° rp ° rations doing business in Bolivia should be taxed at the 
investments * * lnC ° me pr0perly attributable to Bolivian operations or 

Bolivia tec hnicians and businessmen from coming to 

abroad'for the^ff^Rt^th th3 * , ali f. ns be exem Pt from taxation on income from 

that thereafter * hf ^ ree 1° ‘ 1Ve yearS ° f their residen ce in Bolivia, but 
citizens y be 8Ubj8Ct t0 taxation in the same way as Bolivian 

trative 01 assis^nr^ COnsider the conclusion of tax treaties whose adminis- 

foreign Jorln^H pr ° v * slon8 may hel P in the assessment of taxes on 

Propfiate for Bolivla't Th « MlSSlon does not consider it necessary or ap- 
ment. to offer any s P ecia l tax inducement to foreign invest- 


3. Property taxation 

Per cent P of S aq«A Q r Q U a al prope c ty is subject to departmental taxes of 0.4 

to rural property isJu u S0 7 called national income tax applicable 
assessed Values V of ^ a ^ of 0,18 per cent of assessed value. The 

Part of the land , V d are ° nly a sma ll fraction of actual values. Only a 
taxed otherw 1 ise d tlTan f0 n Ur t 0 h f *£* nlne departments has been appraised andls 
ments by the owi^rs ^ taSlS ° f outmodedand incomplete self -assess- 

cent of assesSd vSSe? m ^ iCipal taxes of °' 2 Pe r cent to 0.8 per 

amounts to 0.32 D p r p 0 l < e national income tax as it applies to real estate 

P nt of assessed values. The last assessment in the de- 
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capitals took place in 1940-41. A good part of urban property has not been 
assessed and pays no taxes. Owing to inflation, average property values in 
mid-1950 were said to be three to five times those of 1940-41. 

The low taxes on rural property make it easy to hold large tracts idle 

for prestige or speculative reasons. Such holdings are especially numerous 
in the eastern section of the country. 

Some cities have imposed special taxes on vacant sites. The low taxa¬ 
tion of improved property, however, accentuates the problem of speculative 
building during an inflationary period. 

The Mission recommends that property taxes be raised from their 
present minor position to a major role in the revenue system. A well-con¬ 
sidered property tax would not only raise badly needed revenue but would 
also tend to force land into its highest use. It would at the same time pro¬ 
vide stable municipal revenue and promote local financial independence. 

All taxable property should be assessed at the full sales value, rural 
pioperty not being assessed under a minimum figure (Bs.100 per hectare 
e.g.). If land cannot bear a minimum tax it does not seem to be suitable for 
private ownership. The tax would probably break up some of the large 
holdings of idle land and force other land into more productive use. 

Assessment should be made by a special Division of the National 
Office of Internal Taxes, exchanging information with surveyors, and using 
modern tools such as maps, unit value tables and indices of property values. 
Land should be reassessed every five years, but in between readjustments 
of property values should be made on the basis of an index of average 
property values issued annually by the Minister of Finance. 

Over a period of a few years the rate of taxation should be raised to 
approximately 1 per cent of assessed value. For urban property, the rate 

should be somewhat higher and determined by municipal authorities accord¬ 
ing to their needs and subject to national supervision. 

Prompt and decisive action should be taken to enforce payment of the 
tax. If taxes are not paid within one year after they fall due, it is suggested 
that the property be seized and offered for sale at public auction; if no 

satisfactory bid is received the national or municipal government should 
take title to the property. 

4. Death and Gift Taxes 

Death and gift taxes have been a comparatively minor source of reve¬ 
nue. The general form of the tax seems to be sound but there are no pro¬ 
visions for aggregating gifts made during life. 

The Mission recommends a change in the scale of rates to take into 
account depreciation of the currency since 1940. 

In the future, a plan for aggregating gifts inter vivos over the life of 
the donor, and the principle of taking into account the economic situation of 
the recipient, could be developed. 

5. Domestic consumption taxes 

Domestic consumption and production taxes amounted in 1949 to about 
17.6 per cent of total ordinary receipts. In the receipts of departmental 
governments they amounted to 41.1 per cent in 1948. 

The Mission recommends that these taxes be modernized and their 
revenue yield substantially increased. Consumption taxes provide a rela¬ 
tively stable and dependable source of revenue, and taxes on luxury con¬ 
sumption are fairly effective in reaching merchant and professional groups 
who are hardest to tax effectively under the income tax. On the other hand, 
the poorest section of the population is largely outside the money economy 
and is therefore only lightly taxed by excises on consumption. 
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The present numerous consumption and production taxes should be re¬ 
placed by a smaller number of taxes imposed at higher rates. Most of these 
taxes should be on an ad valore m basis, but in a few instances specific 
taxes will be preferable. Heavy taxes are recommended on commodities 
such as distilled spirits, coca, tobacco and luxury goods. A substantial tax 
on gasoline would provide a good source of revenue and is justified by the 
fact that large expenditures on roads will be needed for many years. 

A manufacturer’s sales tax at a uniform rate of perhaps 10 per cent 
should be substituted for the present impuesto sobre ventas, but certain 
articles of mass consumption should be exempted. Domestic production 
would thus be taxed at the manufacturing level, thereby avoiding the neces¬ 
sity of dealing with a large number of small retailers. 

6. Customs duties and foreign exchange profits 

a. Import duties 

Import duties in 1949 accounted for 9.7 per cent of total ordinary re¬ 
ceipts. The Mission feels that they have not been developed to yield their 
optimum revenue, and therefore recommends: 

- consolidation of the numerous duties into a brief schedule; 
replacement of the present specific duties and surcharges by ad 

^? orem Doties in order to adjust rates automatically to price fluctua¬ 
tions; 


computation of the duties at the rate of exchange actually used for the 
particular importation, 
b. Export duties 

Export duties, mainly on tin, are the largest source of government 

revenue: 42.4 per cent of budget receipts for the central government in 1948 
and 37.8 per cent in 1949. 


The tax on tin exports varies with the percentage of fine metal con¬ 
tained in the concentrate and with the prices of fine tin on New York and 
London markets; this amounts to a rough equivalent of an ad valorem tax 
on fine tin at world market prices. The tax thus takes no account of dif¬ 
ferences in cost of extracting and processing ores of varying grades or of 
net profits realized. For large tin mines, the export duties usually amount 
to about one-fourth of the value of the product at the mine. The duties are 
considered as a special deterrent to the working of low-grade ores on which 
net returns above costs of extraction, processing and marketing are small. 
n many instances, the low grade ores are irretrievably lost when higher 
grade ores are extracted. While these export taxes are of no danger to 
mining production at a period of high level demand, especially as far as 
ow cost producers are concerned, they can be detrimental to the marginal 
producer at a period of low prices and scant demand. 

Hhift_ from export duties to income taxes 

, The ^ ission suggests that the Government announce its intention of 
ucing the relative importance of the export taxes over a period of years 
adequate alternate tax revenues can be put into effect. The goal might 
an export or severance tax equivalent to a moderate royalty of some 5 

recovprl^f^fj?^ 11161161 ^ 1116 ^ output ‘ A P art of ^ revenue lost would be 
taxes ino n I° rrn °f higher yields from the regular income and dividend 

special tS?™*® mi T g ? UtpUt and pr ° fitS WOuld increase - u additional 
be preferable tn MT necessary, special taxes on net income would 

automaton .u gher export taxes - The special income taxes would vary 
would not Potability of production, and, unlike the export duties 

scriminate against high-cost and low-profit operations. ’ 
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For administrative reasons, however, and in view of the relative in¬ 
stability of income taxes as compared with the more stable export duties, 
the Mission does not think that under present circumstances a large part 
of export duties can be transformed into special income taxes. 

The structure of the existing export duties should be improved. Studies 
should be carried out to determine the feasibility of basing export duties on 
the net value of concentrates in Bolivia rather than on the value of the fine 
metal content at foreign quotations. This procedure would equalize the tax 

on concentrates of different grades and leave the determination of the grades 

shipped to technical and marketing rather than tax considerations. 

Finally, it is recommended that the existing export duties be consoli¬ 
dated into a single rate for each metal, and be computed at the actual rate 
of foreign exchange. 

c. Foreign exchange profits 

Although no recommendations are formulated by the Mission in this 
particular field which is covered by an International Monetary Fund report, 
a general account of the system is given in the Report. 

The system of multiple foreign exchange rates amounts in effect to 
another series of taxes and subsidies. 

Exporters are compelled to deliver to the government part or all of 

the foreign exchange received from sales abroad at fixed official rates which 

are less favourable than the free market rates. The additional "tax" thus 

imposed cannot be accurately determined because the true value of the 
Boliviano cannot readily be determined. 

The government sells some foreign currency to importers at higher 

rates. In 1937-39, exchange profits constituted some 30 to 40 per cent of 

total national revenue. They decreased thereafter to less than 16 per cent in 

the 1950 budget (in which they are presented under export taxes). 

Another - and in recent years a larger - part of the foreign exchange 

received by the government is sold to importers at the official rates and 

importers are thereby enabled to buy foreign goods at bargain prices. That 

amounts to subsidies to importers or consumers, depending upon the extent 

to which price control holds or does not hold down profits of importers and 
merchants. 

This differential system discourages mineral production and exports 

and encourages imports of food and certain raw materials at bargain prices 

retarding the development of Bolivian agriculture. 

The situation has been improved in February and April 1950, but still 
presents an important economic problem. 

7. Revenue Administration 

Tax administration and compliance are described as highly unsatis¬ 
factory. This situation grows partly out of the intricate nature of the tax 

system and partly out of poor administrative organization and personnel 
policies. 

The main defects pointed at by the Mission are: 

- duplication of machinery and lack of co-ordination: the division of 
functions between the Permanent Fiscal Commission (which audits 
income tax returns) and the office of Internal Taxes (which collects 
the taxes) seems illogical. There appears to be little exchange of 
information between the two bodies. 

- under-staffing: the Mission recommends that a detailed survey be 
made to determine whether the staff of the revenue service is ade¬ 
quate in size. As an example, it points out that the whole responsi¬ 
bility of assessing urban real estate throughout the country is as- 
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signed to a staff of sixteen out of whom eight only are appraisers. 

- poor quality of the staff and rapid turnover of employees: salaries 
are very low and employees are under constant temptation. 

The Mission recommends a raise in salaries and considers that a 
doubling of outlay for revenue administration (which was 2.4 per cent of 
internal tax collection in 1949) would be a highly desirable investment. 

It recommends a consolidation of the Permanent Fiscal Commission and 
the Office of Internal Taxes, the abolishment of internal customs houses 
and the creation of a tax research staff to advise the Minister of Finance, 
the President and the Congress. A training programme for revenue per¬ 
sonnel should be instituted, and applications should be made for foreign 
fellowships. 

Finally, a Tax Court should be established to give the taxpayers ade¬ 
quate protection against unjustified assessments. 

8. Inter-Governmental Fiscal Relations 

Many local taxes constitute in effect internal tariffs on the movement of 
goods. Cities and departments maintain small customs houses where they 
collect taxes on articles brought into their jurisdiction. Sometimes these 
taxes are the equivalents of local production taxes, but often they are dis¬ 
criminatory taxes and do not apply to local production. 

The present inter-governmental fiscal structure is in some respects 
unnecessarily elaborate for a country of Bolivia's size. The taxing function 
of the departments should be eliminated. Only the national government and 
the municipalities should impose taxes. 

Departmental and provincial participation in national import and export 

taxes should cease. As an immediate step, all departmental taxes on im- 

ports, exports and the movement of goods between departments should be 
eliminated. 

Pending adoption of the recommendations concerning the property tax, 

departments should get compensation for the loss of revenue by grants-in- 

ald from the national government sufficient to provide them with total 

revenues equal to the highest obtained in any of the five years immediatelv 
preceding adoption of the plan. y 

The municipalities may properly be given independent taxing power 
subject to some national supervision. Primary sources of local revenue 
would be taxes on property within their jurisdictions and business and pro¬ 
fessional licence taxes. Municipal taxes that constitute a special burden on 
0 e . fre ® movement of trade into and out of cities, should be prohibited. 

r narily, municipalities should not Impose consumption taxes,except in 
so tar as business and professional licences may be considered as such. 


CHILE 1/ 

, _ I. Fiscal se tting. 

1 • Expenditures 

sniM^ J 947 . .w fl ™ u ' clal reorganization was carried out aiming at the con- 
_ lon of the budget of the government and the autonomous institutions. 

Econ °mic Mission to Chile. 1949-50 . United Nations Publications 

°*' 51 -H. B.6. The Mission was instructed to advise on problems of 

^onom c stability and financing economic development. It formulated two series 

to probZrt ti0n 7 elatlng ’ firSUO " Plan ° f aCti ° n 10 CUrb lnflation an d.second, 

o an administrative and financial reform (budget and tax reforms.) 
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In 1948, total expenditures amounted to 10,112 million pesos. In 1950 they 
reached 21,067 million, i.e., an increase of more than 100 per cent within 
three years. In 1948 and 1949, the budget showed a small surplus and in 
1950 a deficit of 3,660 million pesos, largely due to an increase in salaries 
of Government employees. In 1949, social expenditures amounted to 23 per 
cent defence ejyenditures to 17 per cent, and expenditures on investments 
to 18 per cent ^2,895 million pesos) of total expenditures* 

Heavy inflation has marked the Chilean economy over the last decades 

• 0t fi “ oney supply increased from 2.97 billion pesos in 1940, to 7.58 billion 
in 1945 and 18.46 billion in 1950. During the same period, cost of living in 
Santiago (1937=100) increased from 119 in 1940, to 244 in 1945 and 568 in 
December 1949. The inflationary process seems to be largely due to 

the generous credit policy of the commercial banks, and to the large ex¬ 
penditures on development. 

2. Receipts 


Over the last ten years, three quarters of the Government's revenue 
ave come from taxation, around 8 per cent from other sources, and the 
remainder from borrowing (Central Bank credits, bond flotations). The 
most important direct taxes, accounting for 30 to 40 per cent of total tax 
receipts, include income tax, tax on excess profits, land income tax and 
eritance tax. The most important indirect taxes are customs duties and 

nf° i0n and Salee 10 1950 * total receipts amounted 
to 15 657 million pesos, or about 11 per cent of the national income. 

3. Public Debt 


4 i UbliC debt rose from 4,409 million pesos in 1940 to 6,820 million 

in 1949. The internal debt, chiefly long-term, amounted to 4,671 million and 
the external debt to 2,149 million pesos. The service of the latter, in de- 
fault since 1931, was resumed in 1948. 

1 , 0 0 F18 ^. guarantees by toe Government, internal and external, totalled 
1,389 million pesos in 1949. 366 million were guaranteed for credits ex¬ 
tended to the Corporacion de Fomento by the Export-Import Bank. 


D- Recommendations of the Mission 

A. General 

1* Anti-inflation policy 

^ recommended plan seeks to break the present price expectations, 
and to re-establish equilibrium between monetary demand and the available 

SU PP y o goo and services. The following measures are recommended: 

a. a general price stop 

b. an increase in the supply of consumers goods: 

through augmenting the part of imports of essential consumers’ 

goods and of raw materials which can be relatively quickly worked 
into consumer goods; 

- through expanding agricultural production on short notice (public 
distinctions, money premiums, further credits); 

changes in price expectations would also bring about an important 
reduction in inventories. 

c. reduction in monetary demand: 

-stimulation of voluntary savings: interest rate of the Savings Institu- 
on increased to 6 per cent in general, and to 10 per cent on blocked 
accounts frozen for at least 12 months; 

increased surplus of current income over current expenditures 
through increased tax receipts and cutting of expenditures. 
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d. forced loan of 4,000 million pesos over a period of 18 months. About 
950 million should be contributed by labourers, 1,300 million by 
employees and 1,750 million by persons paying the complementary 
income tax. For the two first categories, contributions should be 
collected at the same time as contributions to social insurance, for 

the third category at the same time as the complementary income 
tax. 

e. credit measures: credits for all speculative purposes (construction 
of high-cost dwellings, investments in inventories, etc.) should be 
restricted, and credits for agriculture increased. 

2. Administrative and financial recommendations 

The urgent need for co-ordination among the various economic minis¬ 
tries and other public organs should be met through the following adminis¬ 
trative measures: 

(i) creation of an Economic Cabinet, consisting of the Ministers re¬ 
sponsible for the various sectors of the economy; 

(ii) appointment of a competent economist as Secretary-General of the 
Economic Cabinet; 

(iii) consultation among the key officials of the economic ministries; 

(iv) co-ordination of the activities of the many credit institutions; 

(v) close co-operation between the Ministry of Finance, the Autonomous 
Amortization Agency, the Public Credit Commission and the Office 
of Controller-General. 

A proposed Rationalization Committee should undertake a careful study 
of the whole economic administration. 

Anti-cyclical fiscal policy 

The creation of a Foreign Exchange Equalization Account is recom¬ 
mended. Large exchange reserves should be built up in good years, and 
utilized in lean years. 

Budgetary reform 

The Mission recommends a complete reorganization of the budget along 
the lines of the more modern distinction between current and capital ac¬ 
counts. Under the proposed system expenditures would be divided into 
current expenditures, non-interest bearing investments and interest-bear¬ 
ing investments. Regular amortization practices would be brought into the 
budget, and a "General Fund for Public Buildings" would be established. 

The keeping of accounts which hitherto rested with the Controller- 
General should fall under the responsibility of the Ministry of Finance. 

B - Recommendatio ns in the tax field 
T he tax system in general 

An imperative need exists for developing and improving the tax system 
in general. While military expenditures absorb a good proportion of the 
na lonal budget, expansion of other normal services by the Government de¬ 
pen s to a large extent upon the acquisition of additional revenue. A good 

system is also needed to ensure the continued economic development of 

e country. Finally, taxes must provide for budgetary surpluses to make 
possible the implementation of anti-cyclical policies. 

, P resen ^ tax system has many of the ingredients of a good tax 

J The P rot> lem is essentially one of modernization and improvement 
in both laws and administration. 

The tax system is complex. Its essential features were established al- 

f S a gener * tion zg0m As new revenues were needed, additional rates were 
v n top of the old ones and new provisions were added without a remodel- 
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ing of the old laws. To find out what the present rates and legal provisions 

of particular taxes are, it is necessary to consult several tax laws. On the 

other hand, the Chilean system makes excessive use of tax exemptions and 
preferential rates. 

While some groups of taxpayers have been favoured by inefficiencies 
in the system of assessment and collection and by the inflationary process 
low income taxpayers and foreign and domestic corporations carry a con¬ 
siderable tax burden. The solution of the problem of equity lies not so much 
in the relief of some groups from taxation - which Chile cannot afford - as 
in the insistence that those now insufficiently taxed be brought under the 
effective jurisdiction of tax laws and their contributions increased. 

The present tax administration should be improved in order to decrease 

tax evasion and raise the revenues to be derived at the present rates. 

The codification of the present complicated tax laws should be under¬ 
taken at once by a committee of local experts operating under a congres¬ 
sional resolution or by a committee appointed by the Minister of Finance. 

The laws should be simplified and remodeled into an integrated rational 
code. 

A better utilization of available court decisions regarding questions 
of taxation should be helpful for interpreting and codifying the laws. 

Indirect subsidies should be abolished and replaced by direct subsidies 
in the form of cash payments to be voted by appropriations. 

2. Income and profit taxes 

Income taxes proper (i.e., excluding taxes on copper and the land tax) 

amounted in 1948 to 2,965 million pesos, or approximately 25 per cent of 
total tax receipts. 

Income taxes consist of a proportional ( n schedular n ) tax at varying 
rates depending on the source of income, anda progressive complementary 
tax on the aggregate income from all sources. Since 1928, incomes from 
land and urban real estate are excluded from the proportional tax and are 
subject to a separate land income tax. 

In addition, there is an excess profits tax on profits exceeding a cer¬ 
tain return of invested capital, and a tax on copper, amounting to 50 per 

cent of the income obtained as a result of increases in the copper price 
over certain basic prices. 

The Mission considers that there is serious under-taxation of certain 
categories of taxpayers: traders and professional men taxed on the basis 
of their own declarations pay in fact considerably less in proportion to 

their real income than employees, whose contribution is deducted at source. 

Still more favoured are the owners of rural and urban real state. 

The large corporations and their stockholders are subjected to 
comparatively high taxes, especially the big foreign companies on which 
special contributions are levied in various forms. Depreciation allowances 
have been inadequate during the period of inflation, since in the main such 
charges are allowed to be based only on the original cost. 

The Mission recommends the following: 
stru cture of income taxes : there should be a further strengthening 
of the complementary tax on global income, in order to give wider scope 
to the principle of progression and to adjust the tax burden more to the 
paying capacity. The numerous exemptions and deductions should be re¬ 
duced. By strengthening the global tax, the way may be paved for a future 
conversion of the schedular income tax into a modern universal income tax. 

- tax assessment : the present system of income declaration should be 
greatly improved. All employers and other payers of income, private or 
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public, should be obliged to supply information to the tax authorities re¬ 
garding all payments - not limited to salaries and wages - that have the 
character of income for other persons. It should also be contemplated to 
make income declarations available for public inspection. 

collec tion and payment! the present collection policies are weak. 
Many taxpayers allow their payments to become delinquent, use available 
money for other purposes, and then, when they are finally compelled to 
make payment, are able to get their penalties waived. Penalties should be 

reduced to the point where they can be enforced and then enforcement 
should be rigorous and unexceptional. 

Collection functions should be assigned to the Bureau of Internal Reve¬ 
nue in the Ministry of Finance instead of the Treasury. Experience in the 
United States has indicated greater efficiency in the collection of income 

taxes by the tax administering agencies than by a separate treasurer’s 
office. 


Finally, more effective collection and less borrowing might result from 
payments in quarterly instalments. 

3. Land income tax 

The land income tax is a substitute for the proportional tax on income 
from rural and urban real estate. The tax is administered by the state but 
the revenue goes in part to the municipalities for the support of certain 
local functions such as the construction and paving of roads. In 1948, the tax 
yielded only 660 million pesos, i.e., 11 per cent of total direct taxes. Rates 
are relatively low, and under prevailing inflationary conditions, assessed 
values lay considerably behind actual values. Moreover, as the income on 
which the progressive global tax is levied is estimated in proportion of 

these assessed values, the latter tax is also disproportionately low in re¬ 
lation to actual income. 


The land income tax should be considerably developed. As a consider¬ 
able part of the income of the country accrues to owners of real estate, a 
substantial tax based on the assessed values of real estate ought to occupy 
a central position within the whole tax structure. In this income group there 
is a latent source of taxation which has not been sufficiently utilized. 

Rates should be increased. More revenue may also be obtained by 
elimination, or at least by considerable limitation, of the right to deduct 
mortgages from the assessed values. The objection that this would mean 
taxation of debts, loses much of its importance in view of the fact that land 
income tax is a substitute for the schedular income tax. In most cases, in¬ 
come of land-owners will be more proportional to the total value of the 

*° net * ortune of the owner. Such a measure would in 
addition reduce speculative investments in land. 

The present assessment system is good and would assure a fair cor¬ 
respondence with actual prices, if prices were stabilized. The law requires 
cadastral assessments every five to ten years; in certain provinces new 
valuations are made each year. The result is that about one sixth of the 
ountry is reassessed each year. Nevertheless, in a period of inflation 
auations are out of date almost before taxes are collected upon them’ 
ing to the rapidly rising prices. Although the law requires a new assess¬ 
ed !,| Wh T er / eal eState is soldfor more than 120 per cent of its assess¬ 
able, this does not seem to be enforced. 

* ?f d , €r *° cope with sudden increases or decreases of real estate 
Dr J®’ lt 18 recom mended to bring each year all the values assessed in 

thrvu years int0 harmon y wi tt the assessments of the current year 
gn an automatic adjustment on the basis either of the average annual 




increase in the newly assessed values or of an index of sales prices of 

real estate. Such adjustment would be possible without too much strain on 
the administration. 

Similar recommendations are made for the real estate tax as for the 
income tax regarding codification and simplification of the tax laws, auto¬ 
matic penalties and prepayment by quarterly instalments. 

4. Taxes on real estate transfers 

- present transfer tax 

Under the prevailing inflationary conditions, the present tax of 4 per 
cent on real estate transfers is too low to discourage frequent speculative 
sales. Assessment valuations have seldom been actual market values. The 
determination of values is left to the declarations of the taxpayers. 

The rate should be increased to at least 6 per cent and valuations should 
be checked by real estate assessment offices under appropriate penalties 
whenever values lower than the actual sales price are employed. 

- proposed capital gains tax 

A capital gains tax should be introduced to supplement the transfer tax. 

Such a tax would be useful in helping to curb land speculation. It would also 

give the state a reasonable share in the social value in land created by 

factors which are not the result of individual entrepreneurial activity or 
foresight. 

The tax should be levied on the increments of value or capital gains 
accruing since the last transfer. A scale of rates decreasing according to 
the period of time during which the real estate has been held by a single 
owner should be introduced. As an illustration, an initial rate of 20 per 
cent may be applied to the value increment for all sales made within a year 

after the purchase of the property and then be reduced by 2 per cent every 
following year. 

5. Death dutie s 

- structure of the tax 

The present death duties are levied in the form of an inheritance tax 
on the various shares received by the heirs. The rates are unusually low in 

all categories. Those applied to collateral heirs should be markedly in¬ 
creased. 

In view of the moderate character of the present inheritance tax, one 
should consider the adoption of an estate tax on the total amount of the es¬ 
tate passing at death and imposed at progressive rates relative to the 
amount of the estate. The adoption of such a measure would be an easy way 
to increase taxation of wealth without interfering with incentives to pro¬ 
duction and without the same detrimental effects on saving and investment 
as high annual taxes on income from property. 

- valuation methods 

At present, cadastral values are used if assessed within the three years 
prior to the death of the decedent. With the progress of inflation, this has 
led to considerable undervaluation. Appraisals should be made as of the date 
of the death. Moreover, appraisals have hitherto been made with participa¬ 
tion of an expert named by the heirs and paid by them. It would seem better 
to have appraisals made by government employees specializing in such 
valuation work. Heirs should be granted the right of appeal from such valua¬ 
tions. 

6. Indirect taxe s 

With a total yield of 6,873 million pesos, indirect taxes represented 60 
per cent of total tax receipts in 1948. Customs duties are the largest single 
item: 3,244 million pesos. The general production tax and transaction tax 
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represented 2,023 million pesos and consumption taxes 1,606 million pesos 

(out of which 947 million pesos from taxes on tobacco and alcoholic bever¬ 
ages). 

The Mission confined itself to a few general observations on indirect 

taxes, although it felt that this large group of taxes would deserve careful 
consideration. 

Stamp taxes are described as unduly numerous and to a large extent 
archaic. They impose many impediments to the transactions of trade and 
commerce, and produce little revenue. Their administration and enforce¬ 
ment is costly. Many of these taxes should be examined critically. The 
provisions regarding those retained should be simplified. 

Taxes on production and circulation are unnecessarily complex. The 
large number of exemptions and special provisions regarding particular 
trades should be reduced. Thus, e.g., the special taxes on cement, matches 
and lighters could be with advantage included in the general production tax. 
Taxes on cigarettes, wines and alcoholic liquors might be increased. 

A special tax on wines and liquors consumed in restaurants might be con¬ 
templated. 

The level of custom duties appears to be excessive, but a revision of 
the present tariff would necessitate extensive research into the effects of 
the individual rates upon commerce and industry and upon standards of 


COLOMBIA ±/ 

I. Fiscal setting 

1* Expenditures 

■ ( f ] y enditures of the national government rose from 83.9 million pesos 

in 1937 to 363.9 million in 1947. The aggregate deficit for this ten-year 
per o amounted to 70.8 million pesos. The rise in expenditures reflected 
primarily price increases. In fact, the share of the national budget in the 
national Income increased only slightly, and the growth of public expendi- 
re ^L^^ aren ^^ followed rather than led the rise of money income. 

he composition of expenditures shows a significant increase in out- 

nth r wor ks which represented 15 percent of pre-war budget ex- 

pen tures and now absorb about 25 per cent. The increase took principally 

do?Ki et , ween *946 and 1948, when yearly capital expenditures were almost 
npnH ° f Slmilax expenditures during the period 1940-1945. Military ex- 

i ar _ . FeS increased from 13 to 18 per cent, an increase which has been 
gely a postwar development. 

2. Receipts 

the h^h m ° St striklng characteristic of the Colombian revenue system is 

ceintq^wh 3 ! 11 ^^ Jirect ta *es, especially of income taxes, to total tax re- 

before th le dlrect taxes Provided about one-third of national tax revenue 
the war, such revenue now accounts for more than one-half of the 


j^^Pgyelopment Pr ogramme for Colombia, Report of a Mission spon- 
ti o l 7T7. h, - n ^-^ n _aLB a nk for Reconstructio n and Dev elopment in col la bor a- 

SaT^s~N p~~ i r 1T ~~~BlC »I o m b i a, Washington 1950, IBRD Special Publication, 

economic h D ' 1950-2 The Re P° rt contains a comprehensive programme for 

and fiscal polic 800 ^’ deVel ° pment- Cha P ters XUI and XXVI are on public finance 

y * 
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total yield. The rise in income taxes from 12 million pesos in 1940 to an 
estimated 164.5 million pesos in 1950, provided one-half of the total reve¬ 
nue gains over this period. 

Customs duties, stamp duties and the tax on the transfer of foreign 
exchange are the most important indirect taxes. Before the war, customs 
duties were the major source of revenue, but they have since suffered a 
substantial decline in relation not only to total tax receipts, but also to re¬ 
ceipts from indirect taxes. The yield from customs duties in relation to 
total tax receipts fell from 49 per cent in 1937 to 22 per cent in 1948. 

3. Public debt 

The total public debt, both national and local, stood at 800 million pesos 
by the middle of 1949. 

The domestic debt of the national government rose from 92 million 
pesos in December 1940 to 369 million in June 1949. Notwithstanding this 
quadrupling the ratio of the debt to gross national product declined from 
about 19 per cent in 1940 to about 14 per cent in 1948. Of the increase, 80 
per cent was absorbed by public or semi-public institutions, and only 20 
per cent by so-called private investors (private banks, insurance compan- 
nies, etc.). 

The external debt of the central government amounted to 165 million 
pesos in June 1949, not including 21 million dollars in Export-Import Bank 
credits granted but undisbursed as of 30 June 1949. The government re¬ 
sumed interest payments on its U.S. dollar debt in 1940, after having been 
in default since the early nineteen thirties. An agreement with the holders 
of the sterling debt was signed in 1943. 

4. Budgetary practices 

The present budgetary procedures, based on a series of amendments 
to the original legislation enacted in 1923, are considered unsatisfactory. 
Recent changes enacted in January 1950 improved the situation in many 
respects, particularly through the establishment of a Bureau of the Budget. 
However, there are still many weaknesses, among them extensive ear¬ 
marking of revenues and tying up of loan-financing with extraordinary 
budgeting. 

Budget presentation is also inadequate. In the opinion of the Mission, 
there is need for a review and recasting of the entire system of budget 
accounting and presentation. 


II. Recommendations of the Mission 

A. General 

An over-all investment programme of about 5 billion pesos, or 1 billion 
a year, is recommended for the next five years, with particular emphasis 
on transport and housing. Public investment will represent approximately 
32 per cent of the total. j 

Such a programme is likely to increase government expenditures by a 
sizable amount. Current expenditures are expected to rise from 470 million 
pesos in 1950 to 665 million in 1953, and capital expenditures from 236 
to 331 million. At the projected 1953 level, government outlays will reach 
about 16 per cent of the gross national product against 12 per cent in 1947. 

To meet these expenditures, the Mission recommends a detailed tax 
programme, together with improvements in budgetary procedures and pre¬ 
sentation. 
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B. Recommendations in the tax field 

1. Income and property taxes 

- Present structure 

Income taxes presently provide over one-half of the total tax yield. 
However, the term "income taxes", as used in Colombia is somewhat un¬ 
usual. In effect, it covers a group of taxes including (1) a tax on net income, 
(2) a general property or patrimony tax and (3) a tax on excess profits. All 
three taxes apply to both individuals and corporations. In 1950, they yielded 
respectively 110 million, 38 million and 18 million pesos. 

a. Tax on net income 

This tax is levied at progressive rates ranging from 1 per cent on the 
first 2,000 pesos of taxable income to 45 per cent on the part exceeding 5 
million pesos. These rates include: (1) basic rates enacted in 1944, (2) a 
35 per cent addition to the basic rates, introduced in 1946, (3) special rates 
applicable to large incomes, ranging from 5 to 16 per cent, enacted in 1948. 

Exemptions amount to 1,000 pesos for single taxpayers, 2,000 pesos for 
married persons and 500 pesos for each dependent. 

Corporations enjoy the same exemptions and are taxed at the same 
rates as individuals, except that the additional rates on high incomes in 
1948 do not apply to them. The rate applicable to companies, therefore, 
reaches a maximum of about 30 per cent on incomes over 5 million pesos. 
Moreover, dividends from shares in corporations taxable in Colombia 
are excluded from the shareholder’s taxable income, except for the special 
rates enacted in 1948. 

Amounts of individual employee salaries exceeding 10,000 pesos 
(or 15,000 pesos in the case of executives)are not deductible as costs, and 
are thus included in the taxable net income of the corporation. The em¬ 
ployees in turn, include in their taxable income only the first 10,000 (or 
15,000) pesos of their salary, except as far as the special 1948 rates on 
high income are concerned, which are assessed on total salary income. 
This system has been introduced in order to forestall tax evasion by 
companies through excessive salary payments. 

b. Property or pa tri mo ny t ax 

The patrimony tax is levied on the taxpayer's net assets as of the end 
of the year, and applies likewise to both individuals and corporations. Shares 
in corporations taxable in Colombia are exempt in the hands of individuals, 
since they are taxed as part of the corporation's property. The first 20,000 
pesos of patrimony are exempt. Rates range from 1.35 per thousand on 
the first taxable 10,000 pesos to 4.05 per thousand on taxable property be¬ 
tween 100,000 and 150,000 pesos up to 14.85 per thousand over 1 million 
pesos. 

c. The excess profits tax 

This tax which is also imposed on individuals and corporations alike 
is based upon the rate of earnings on invested capital. To determine in¬ 
vested capital, certain items (corporation shares) are added to taxable 
property. To compute excess profits, all earned income is deducted from 
net income. Net income up to 12 per cent of invested capital is exempt as 
are taxpayers whose patrimony is not more than 25,000 pesos. Rates 
range from 18 per cent for net income between 12 and 15 per cent to 51.5 
per cent for income in excess of 50 per cent. These rates include the basic 

rates of 1944, and two additional rates of 35 per cent and 20 per cent en¬ 
acted in 1946 and 1948. 

Recommended changes 

As a result of low initial rates and high exemptions, the personal in- 
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come tax as now collected, applies to a relatively small sector of the popu¬ 
lation. The increased needs for government revenue in the coming years 
should be met principally through additional income taxation. The following 
structural changes are recommended: 

a. Taxation of individual income 

- Consolidation of rates: The present system of basic rates supple¬ 
mented by three sets of surcharges enacted at various times, should 
be consolidated in one rate structure. 

- The system of taxing large salary incomes at the company level 
distorts the personal income tax structure and should be repealed. 
Other means to check excessive deductions by companies should be 
devised. 

- Taxation of dividend income: it might become necessary in the 
future to differentiate between the rate schedule applicable to personal 
incomes and that applicable to corporate profits, with personal rates 
rising more sharply than is now the case above the level of company 
rates. Dividend income, in such a system, will have to be taxed at the 
personal level, with either (a) exemption of dividends paid from the 
company tax or (b) crediting of the tax paid by the company against 
the shareholder’s personal tax liability. 

b. Taxation of corporate profits 

The present excess profits tax, although applicable to both individuals 
and companies, is by its very nature a tax applied to the profits of business 
units. Notwithstanding inherent administrative difficulties, the excess 
profits tax appears to have worked fairly well as a means of supplementary 
taxation of business income. This being the case, it will be well to con¬ 
tinue treatment of the basic income tax on companies as a device for source 
withholding, and to strengthen the excess profits tax. 

An increase in the basic rates of the excess profits tax with some 
lowering of the tax-free rate of return might be envisaged. 

Since many companies in Colombia are closely held and there is a 
high rate of profit retention, consideration might be given to the partner¬ 
ship method under which retained earnings are taxed to the shareholders 
as if distribution had occurred. 

c. Capital gains taxation 

Capital gains are presently excluded from taxation. This has invited 
tax evasion by conversion of profits into gains and has accentuated the 
attractiveness of speculative investments. Taxation of capital gains be¬ 
comes very important in a country like Colombia where the rapid develop¬ 
ment of cities and the opening up of new areas will give rise to enormous 
capital gains. 

A special scheme of capital gains taxation should be devised under 
which rates would be contingent upon the period over which assets were 
held, thereby encouraging long term as against speculative investments. 
Capital gains should be divided into various categories, capital gains from 
unimproved land, for instance, being taxed at a relatively high rate, while 
gains from the sale of an industrial plant would be taxed at a lower rate. 

d. Tax inducements to efficient land use 1/ 

In order to achieve maximum utilization of land, the Mission recom¬ 
mends a system of taxation which is to penalize under-utilization of good 
land. 

1/ I.B.R. D., op. cit., Chapter XVin, pages 384-387. 
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The first step would be to revalue for land tax purposes the best 
farm lands of the country. The basic rate of 4 pesos per thousand enacted 
in 1948 would be increased progressively as the net income from the land 
falls below a certain percentage return on the current market value of the 
land as determined by the Geographical and Cadastral Institute. Different 
norms of rates of return would be established for the different categories 
of land. The basic tax rate would only apply to land producing the standard 
rate of return. Land undergoing reforestation or planted in cacao or palm 

nut trees would be exempted from the progressive rates. 

It is expected that, in addition to providing a direct stimulus to more 

intensive farming, the proposed system would also operate to depress in¬ 
flated land values and thus put better land within the reach of poorer 
farmers. 

2. Indirect taxes 

Indirect taxes are still a significant source of revenue, although their 
relative importance declined sharply since the pre-war period. Customs 
duties still account for the greatest part of indirect taxes (more than 50 
per cent in 1947). Consumption taxes, which are second in importance, are 
mainly taxes on gasoline. According to the Mission, primary emphasis 
should be placed upon the development of income rather than indirect taxa¬ 
tion. Additional income tax revenue might even be a desirable substitute 
for some of the present indirect taxes. 

Indirect taxation, however x might well be used in the form of excise 
taxes on luxury items, in order to reduce luxury consumption and liberate 
foreign exchange. A selective excise approach has distinct advantages over 
steeply progressive income taxes which are more likely to deter invest¬ 
ment by lowering investment returns or savings. 

Multiple exchange rates 

In the summer of 1949 there were at least 12 different major exchange 
rates on different types of transactions. Rates ranged from 1.95 to 3.86 
pesos per U.S. dollar.!/ They arise from the practice of imposing varying 
tax rates on imported goods and payments to foreign countries. It seems 
unlikely that exchange taxes had much effect in curbing imports. The tax 
applicable to most imports has been too small to act as a significant curb, 
and main reliance has been placed on the system of direct controls. 

The Mission does not formulate any recommendations in this field, 
which is to be covered by an International Monetary Fund mission. 

Tax administration 

While the tax system is fairly well designed on the whole, the system 
tax administration is entirely inadequate. It is generally felt that better 
administration and enforcement might raise the total tax yield by one- 
ird or more. One of the principal causes of maladministration is the lack 
o adequate staff and trained personnel. Individuals possessing the knowl¬ 
edge required to check the tax returns from large taxpayers and companies 
are not attracted by the low salaries offered in the revenue administration. 

To remedy this situation, the Mission recommends: 

(lj to increase the number of employees in the fiscal service; 

(2) to raise their salary standards; 


n exchange reform of 21 March 1951 introduced a rate of 2.50 pesos per U.S. 

th ar V A llSt 0f P rohibited imports was established and the U.S. dollars earned 
roug coffee exports were to be sold to the Central Bank at pesos 1. 95, which 
amounts to an ad valorem export duty on coffee of 22 per cent. 
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(3) to provide for training both at home and abroad; 

In addition, some technical changes should be made in administrative 

procedures: 

(1) the internal organization of all revenue offices should be unified, as 

well as the procedures in dealing with tax returns; 

(2) a single revenue code should be drafted, to include all laws and 

regulations; 

(3) model systems of account-keeping should be made available for 

various lines of businesses; 

(4) quarterly instalments should be required from large taxpayers. 

4. Local Finance 

The local budgets of the departments and municipalities which before 
the war accounted for more than half of total public expenditures, now ac¬ 
count for about 40 per cent. 

The greatest part of departmental revenue is derived from the pro¬ 
duction and sale of liquor and from excises on liquors and tobacco. 

Municipalities derive their resources from grants-in-aid or shared 
taxes from the national government and departments, from municipal 
property and services and from local taxes. Participation in departmental 
taxes is subject to ad hoc negotiations between the departmental and 

municipal authorities. In 1946, the 450 municipalities at the bottom of the 
income scale, representing 32.5 per cent of the population, received only 
6.3 per cent of national grants to local governments. Income from municipal 
property and services are specially important in the larger cities (16.4 
per cent of total income in Bogotd, 39 per cent in Medellin, 62 per cent in 
Pereira). 

Local taxes 

The main local taxes are the real property tax, various taxes on com¬ 
merce and industry, and the motor vehicle tax. The revenue possibilities 
of the real property tax have generally been realized only to a very limited 
extent. This is one of the reasons of the extreme poverty of local govern¬ 


ments in rural areas. 

A comprehensive reassessment of real estate throughout the country, 
based on a uniform and detailed classification of land and improvements 
and on up-to-date standards of value, was initiated in 1942. This survey is 
supposed to be completed by 1952 or 1953. Up to now, 160,000 properties 
have been added to the tax rolls. 

Valorization tax: most of the larger municipalities have adopted a sys¬ 
tem of valorization taxes which are levied on properties whose value is 
enhanced by improvement projects such as streets, sewers, parks and the 
like. In Bogota, the procedure is to estimate the cost of the work, add 20 
per cent and allocate the resulting expense among the properties benefited 
in proportions varying directly with the size of the property and indirectly 
with its distance from the improvement. 


Recommendations 

The Mission pays great attention to the development of a well-balanced 
and integrated system of national - local finance. The following are its 


main recommendations: 

(1) allotment of grants should be based on actual needs, measured in 
terms of per capita resources and public service requirements in the 


various regions; 

(2) the division of functions and of sources of revenue among the three 
levels of government should be reviewed in a comprehensive way. A 
Committee of Financial Experts in the Ministry of Finance has already 
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made specific recommendations, such as the transfer of the depart¬ 
mental liquor monopolies to the national government, with the latter 
delegating additional taxes and assuming the responsibility for certain 
departmental functions in exchange. 

(3) the establishment of a more effective Municipal Development Agency 
should help municipalities which have little or no credit standing, to 
borrow on reasonable terms; 

(4) the effectiveness of local tax collections should be improved, the 
complex structure of taxes on industry and commerce simplified,and 
the average rate of real property taxes increased; 

(5) all taxes and levies interfering with the free flow of trade between 
the various regions should be repealed. 


CUBA 1/ 

I. Fiscal setting 

From 1940 until 1950 the Government’s budgetary revenues, nearly all 
of which are derived from taxes, increased threefold - from 78.1 million 
pesos to 233.2 million pesos. The budgetary expenditures lagged behind, 
leaving increasing amounts of surpluses, except in 1940 and 1948, when 
deficits of 1.2 million and 47.0 million pesos respectively, occurred. The 
surpluses were spent concurrently, mainly on extra-budgetary public works 
programmes. 

1. Expenditures 

A striking feature of the expenditure pattern is the relatively low level 
of expenditures on economic development. Such expenditures amounted in 
1940 and 1949-50 to only 5 per cent and 12 per cent of total expenditures 
respectively. 

In 1949-50 total expenditures amounted to 227 million pesos; 27 per cent 
were spent on administration, 40 per cent on social and cultural services, 
and 17.4 per cent on defense. To these expenditures one must add spending 
of surplus revenue, on which accurate data are not available, but which from 
January to October 1947 amounted to 52.8 million pesos. 

2. Receipts 

In 1949-50, total tax receipts amounted to 244.4 million pesos. Import 
taxes were the most important single source (35.7 per cent as against 44.6 
per cent in 1937-38). Direct taxes accounted for 21.5 per cent of the total 
(as against 6 per cent in 1937-38), consumption taxes for 21.4 per cent, 
export taxes for 9.9 per cent,and property taxes for 4.4 F er cent. 

Public debt 

At the end of September 1950, the outstanding funded debt of the Govern¬ 
ment amounted to 149.5 million dollars, of which 72.5 million were exter- 
na Ak^^ 68 in dollars and 77 million were internal peso issues. 

h • ^ P er cen * °* ex t erna l debt is owned by Cuban institutions 

p i ^dividuals. This is due chiefly (1) to the good record of virtually all 

an Governments in meeting the debt service, and (2) to the fact that the 


on Cuba, Findings and Recommendations of an Economic and Technical 
MissionLorgani ze d by th e International Bank for Reconstruction and Development 
^-^ollaboration with the Government of Cuba, Washington 1951, IBRD Special 
U 1Cations Sales No. ; IBRD. 1951. 3. Part VII of the report is on public finance. 
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external debt represents dollar assets, which can be held without the owner 
being subject to the 0.08 per cent monthly tax on funds invested abroad. 

4. Budgetary practices 

Legal provisions in the budgetary field are of great complexity. Be¬ 
tween 1938 and 1949, no budgets were approved by Congress. The 1937-38 
budget was extended annually by presidential decrees which allowed for 
increased expenditures due to rising price levels during and after the war. 

The 1949“50 budget was the first budget to be approved by Congress 
since 1937-38. However, the practice of extending the previous budget was 
resumed when Congress failed to consider and approve the 1950-51 budget. 

One of the most serious defects in Cuban budgetary practices is the lack 
of control. The creation of a Tribunal of Accounts late in 1950 has brought 
a partial solution to the problem. 

II. Recommendations of the Mission 

A. General 

The Mission recommends the establishment of a unified budget which 
would include all revenues and expenditures presently handled outside the 
budget. In case of need for additional expenditure during a fiscal year, a 
genuine extraordinary budget should be presented to the Congress. No 
financial commitments should be made except through the annual budget or, 
in case of emergencies, the extraordinary budget. It is also recommended 
that the budget be preceded by a preamble giving a review of the general 
economic situation. 

B. Recommendations in the tax field 

1. Income and profit taxes 

a. The income tax 

A universal progressive income tax, in effect since 1942, is imposed 
on all personal incomes derived from wages or salaries, professional fees, 
dividends, profits from personally-owned or partnership enterprises, in¬ 
come from real or personal property, capital gains, etc. The tax is levied 
at rates ranging from 1 per cent on incomes between 1,000 and 2,400 pesos 
to 30.5 per cent in excess of 100,000 pesos. The tax is evaded on a large 
scale. Whereas relatively efficient collection is ensured from the lower- 
income group through the withholding system, evasion is widespread in the 
middle- and upper-income groups. At present, 20,000 people pay income 
tax, whereas 80,000 file returns of profits taxes; most of these should also 
file income tax returns. 

The Mission recommends more efficient enforcement and consolidation 

of the income and profits taxes. 

b. The profits tax 

A profits tax is levied on the annual net profits of business. The general 
rate is 9 per cent up to 25,000 pesos and rises to 30 per cent in excess of 
1,000,000 pesos. Higher rates apply in the first brackets for stock com¬ 
panies, limited companies, banks,and the sugar industry. 

In the case of individual business proprietors, no allowance is made for 
payment of the profits tax when the personal income tax is settled. Since 
this double taxation merely encourages evasion, the Mission recommends 

a proper consolidation of the two taxes. 

Multiple taxation occurs also in the case of taxation of interest and 
dividends. Legal provisions to eliminate this triple taxation are deemed 
desirable. 


64 



The special advantage given through lower profits taxes to distilleries, 
soft-drink bottlers, manufacturers of cigars and cigarettes,etc., should be 
abolished and their products be made liable to the general sales tax. 

c. Capital tax and excess profits tax 

At present a tax of 3 pesos per thousand is levied on the capital of 
business declared each year. 

Coupled with this tax is an excess profits tax of 15 per cent on taxable 
profits in excess of 10 per cent of the declared capital. 

These taxes are a great hardship for small businesses which cannot 
accurately estimate their future income. In the case of sugar mills, filing 
of tax returns involves sheer speculation, for sugar profits are subject to 
wide price fluctuations. The capital tax is declared and payable in May and, 
if sugar prices go up unexpectedly after that month, the mill owners may 
have to pay much larger excess profits taxes because they declared too 
small a capital. 

The Mission recommends that some definite and clear-cut system be 
devised and substituted for the present system. 

d. Tax incentives 

The Mission considers that the lack of special allowances for invest¬ 
ment expenditures is a major weakness in the present tax system. It recom¬ 
mends that in assessing business profits-taxes, allowances should be made 
for any part of profits reinvested Li the enters i»e for productive purposes. 
Similar allowances should be made in assessing personal income tax. 

More liberal depreciation and amortization allowances are desirable. 
Moreover, the profits tax should be assessed on average profits over a long¬ 
er period, e.g. from three to five years. In a fluctuating economy such as 
that of Cuba, this would help to stretch possible losses over a longer period 
and set up tax reserve funds during good business years. 

2. Property taxes 

Municipalities collect a tax on net rents of city and country real estate 
properties. When rural land is occupied by the owner, the tax is based 
on the calculated value of the products less cultivation expenses. A 
surcharge is collected on the various rates. 

A 4 per cent tax is collected on the same basis for the national govern¬ 
ment. However, the municipalities have refused to turn over the receipts 
from this tax to the central government. 

The Mission hopes that the dispute can be settled quickly because it 
might then be practicable to enlist the help of the municipalities in collecting 
income tax as well as a possible capital gains tax on real estate. The 4 per 
cent property tax could then be abolished as a national tax and transferred 
to the municipalities. 

A capital gains tax should be levied on urban and rural property, the 
value of which is affected by expanding population, growth of towns and 
cities, and road-building and other public works programmes of the 
government. Capital gains in this category, especially from unimproved 
land, should be taxed more severely than gains from e.g. the sale of a 
business enterprise. A differential scale would be necessary, which should 
also take into account the period during which the taxable asset has been 
held. This would encourage long-term as against speculative investments. 

The Mission also recommends a taxon privately-owned, unused arable 
land, so as to encourage cultivation and discourage purely speculative 

investments. 

3* Sugar taxes 

Sugar production is subject to a variety of taxes, apart from the normal 
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taxes imposed on business enterprises. The most important are the taxes 
per bag, six in number, of which the combined rate is 28 cents per bag of 
sugar produced. Each of these taxes is earmarked for a specific purpose, 
and only a minor part of the yield is included in the budget. 

In 1949-50 the total yield of these taxes amounted to 10.4 million pesos, 
of which 7.1 million pesos were channelled to special funds, and 3.3 million 
pesos included in the budget. In addition, there are various other taxes, such 
as the taxes on refined sugar and sugar consumed locally, molasses taxes, 
etc. 

This multitude of similar taxes imposed on one tax object creates an 
unnecessary amount of paper work for the taxpayer and for the government. 
The need for reform is realized and suggestions to consolidate the six per- 
bag taxes are under consideration by the Treasury. 

Although it may be argued that there should be no special sugar taxes, 
the Mission feels that in practice, as long as the enforcement of income, 
profits and other direct taxes is not satisfactory, special and easily enforced 
taxes on sugar are justified. But, instead of a single-rate tax, the Mission 
recommends a consolidated tax on exports of sugar and by-products, with 
a progressive scale so constructed that higher rates would be applied when 
sugar prices are high and lower rates when they are low. Flexibility would 
thus be ensured, and the tax could, at the same time, take into account 
variations in prices, profits and wages. It would be a better tool for fiscal 
policy purposes than the present per-bag taxes. 

This tax, of course, should be co-ordinated with the profits tax and, in 
the settlement of the profits tax, due allowance should be made for it. 

4. Tax Administration 

Cuban tax administration shares some of the defects of Cuban public 
administration in general. But the shortcomings are also partly the result 
of an obsolete and ineffective organization. The Mission recommends that 
the plan of reorganization which was set forth in a private mission report 
(Price, Waterhouse and Co.)h/ be acted upon without delay. 

Apart from the technical problem of organization, special attention 
should be paid to the problem of tax evasion, mainly in the field of income 
taxes. Since the beginning of 1950, the Treasury has taken firm steps to 
improve this situation by dismissing dishonest tax collectors and by trying 
to induce large groups of income taxpayers to pay voluntarily. 

Though these efforts have already shown good results, additional 

measures are necessary. 

The Mission recommends in particular high penalties, including im¬ 
prisonment, and publishing of the names of tax evaders. 


U See below, page 113. 
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E L SA LVADOR1/ 

I. Fiscal setting 

In addition to the budget of the central government there are two 
extraordinary budgets and 71 budgets of autonomous institutions (hospitals, 
the University, etc.). The budget of the central government is by far the 
largest. The two extraordinary budgets embrace a hydroelectric project 
and a supply procurement programme financed by special loan. 

1. Expenditures 

Expenditures of the central government have increased from 51.8 
million colones in 1947 to 123 million in the 1951 estimates. The increase 
is largely due to price rises. The composition of expenditures over the 
last decade did not change substantially: in 1951, expenditures for general 
administration represented 34.2 per cent of total expenditures, against 40 
per cent in 1940; defence expenditures decreased during the same period 
from 18.6 to 10 per cent, expenditures for cultural and social services in¬ 
creased from 18.5 to 24 per cent and expenditures for economic develop¬ 
ment went from 23.6 to 28.5 per cent. 

2. Receipts 

Total revenue in the 1951 budget is estimated at 120 million colones. 
Customs duties are by far the most important single item: in 1951 (ten 
first months), import duties accounted for almost 36 per cent and export 
duties for more than 32 per cent of total revenue. Excises constitute the 
third largest item (14 per cent). Direct taxes amount only to about 6 per 
cent of the total. 

The most significant change in the composition of revenue over the last 
decade was the increase in the export taxon coffee, which in 1951 accounted 
for 32 per cent of total revenue against 11.4 per cent in 1946. This increase 
was due to an exceptionally prosperous coffee market and to higher rates. 

3. Public debt 

El Salvador’s public debt is relatively small. The internal debt is 
represented by a loan of 10 million colones launched in 1950 in order to 
finance the supply procurement programme drawn up in one of the extra¬ 
ordinary budgets. The external debt on 31 December 1950, amounted to 25 

million colones. The foreign debt service, interrupted in 1938, was re¬ 
sumed in 1946. 


II. Recommendations of the expert 

A. General 

The Report of the expert consists chiefly of a detailed analysis of the 
present Salvadorian tax system, together with a series of recommendations 
°r the improvement of its structure and administration. The report, after 
an analysis of the 1951 and 1952 budgets, concludes that under the existing 
ax system government revenue has nearly reached a maximum in the 1951 
uaget; yield from the export tax on coffee is not likely to expand, since it 
8 de P en dent on the present high level of price and demand on the world 

market. 

^ ^^--jli^3n£gA_P ubliques au Salvador (Public Finance in El Salvador), report and 
recommendations a Um tec j Nations Technical Assistance Programme expert, 
nited Nations document ST/TAA/K/EL SALVADOR/6, New York 1954 (available 
n ^ ren ch and Spanish only.) 
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Government expenditures, on the other hand, are likely to increase, 
since the inflationary pressures released by the coffee export boom have not 
yet had their full effect on the internal price level. There is, therefore, little 
margin for government development expenditure beyond the present level. 
On the contrary, cuts may become necessary. The 1952 budget estimates 
clearly support these conclusions. As compared with 1951, current ex¬ 
penditure is increased by about 14 million colones and capital outlays are 
reduced by 4.5 million colones. 

In order to maintain the previous rate of governmental investment, the 
expert recommends: 

(1) a reduction in current government expenditure; 

( 2 ) an increase in the rates of certain taxes and improvements in the 
administration and collection of income and property taxes; 

( 3 ) if these measures do not yield sufficient additional revenues, a re¬ 
course to loans. 


B. Recommendations in the tax field 

1. Income tax 

Income taxes occupy a small place in the Salvadorian revenue system. 
In 1951, their yield is estimated at 5.5 million colones, i.e., less than 5 
per cent of total revenue. 

Under the present system, incomes from coffee growing are excluded 
from the income tax, but are subject to export taxes. 

The rate structure applies equally to companies and to individuals. The 
rates are progressive, and vary from 2 per cent for the first 1,000 colones 
to 20 per cent for income above 50,000 colones. Income taxed at the com¬ 
pany’s level is not subject to a second taxation when distributed to share¬ 
holders or partners. 

In 1951, a tax reform was devised on the recommendations of a private 
mission, the Jacob Mission. The following are the principal features of the 
reform which is under way: 

- companies will be taxed separately at a flat rate of 10 per cent, with 
exception of the first 5,000 colones taxable at 2.5 per cent and the 
second 5,000 colones taxable at 5 per cent; 

- individual income will be subject to a more progressive rate schedule, 
ranging from 3 per cent on the first 1,000 colones to 44 per cent on 
the amount of income exceeding 150,000 colones. Income from com¬ 
panies will be included in individual income, and taxed as such; 

- capital gains will be taxed as income. If goods are sold within two 
years of the acquisition, the gain is taxed at 100 per cent, if later, 
at 50 per cent; 

- basic exemptions, which varied formerly with the origin of the in¬ 
come, will be put on a uniform basis (6,000 colones for all incomes); 

- the government will be authorized to grant special reductions to 
industries which are important for the economic development of the 
country. Such reductions will be limited to corporate enterprises, 
in order to favour the adoption of the corporate form of business; 

- payment of the tax will be due and payable at the time income is de¬ 
clared. 

The U.N. expert comments extensively on this reform, which he con¬ 
siders a significant improvement since it provides for higher taxation of the 
wealthier income class, and contains provisions for the development of 
the corporate business form and for the taxation of speculative capital gains. 
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The following criticisms, however, are addressed to the reform: 

a. the maximum rate of the individual income tax seems to be some¬ 
what too high, whereas the rate applicable to the first bracket of tax¬ 
able income is too low. As a result, it will be difficult to change the 
rates in the future, since any upward revision may lead to an exces¬ 
sively high maximum rate or will appear to favour the high income 
groups; 

b. the basic personal exemptions are too high and, consequently, a 
large number of taxpayers from the medium and even higher income 
group will not be subject to income tax (the new system might result 
in a reduction of the number of taxpayers by about 40 per cent); 

c. there is no justification for maintaining the exemption of personal 
income from abroad; 

d. capital gains originating in the sale of securities should be exempt 
from income tax in order to promote the creation and development of a 
local capital market; 

e. the accelerated payment of tax has been carried too far; taxpayers 
should be given more time in which to meet their liabilities. 

2. Property tax 

The property or vialidad tax is in part a general property tax (Series 
A), and in part a composite of poll tax, income tax v and business-property 
tax (Series B, C, and D). 

The proceeds of Series A go to the State, and the proceeds of Series B, 
C and D to the municipalities. Vialidad tax A is levied on total property at 
progressive rates varying from 1/2 per thousand on property between 
10,000 and 100,000 colones, to 2 per thousand on property exceeding 1 
million colones. The proceeds of the tax increased from 467,500 colones in 
1948 to 971,500 colones in 1951. This increase was due to the rise in prices, 
which brought property into higher brackets. 

The Jacob Mission proposed that the general property tax be repealed 
and replaced by a property tax on immovable property only. 

This proposal is criticized by the U.N. expert, who considers the via¬ 
lidad tax an excellent tax. The tax administration has gained much experi¬ 
ence in the valuation of property, especially of the coffee fincas . A cadaster, 
although useful and commendable, will not automatically solve the problem 
of assessing immovable property. The vialidad tax should be retained, with 
an attempt to further improve assessment methods. 

The suggestion of the Jacob Mission to tax municipal capital gains by 
means of the property tax on immovables could be retained in the form of 
a special betterment tax. 

3. Death duties 

The inheritance and gift tax is levied on all inheritances and gifts valued 
at more than 4,000 colones. The rates are progressive and vary with the 
value of the estate and the degree of parentage. 

Control procedures are of a rather peculiar nature: a local fiscal 
representative appointed by the government, but not attached to the Tax 
Administration, defends the interests of the State before a Fiscal Delegate, 
who is independent of the Administration. 

The expert recommends that the present control procedures be im¬ 
proved, as part of the over-all reform of the tax administration. Specifically, 
control should be the responsibility of the departmental tax offices, which 
will administer the income tax, the vialidad tax and succession duties. 

If the State needs additional revenue, the rates of the succession and 
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gift tax could be increased to as much as 50 per cent for successions be¬ 
tween close relatives. 

4. Tax on the transfer of immovable property (alcabala) . 

Since capital gains will be taxable under the income tax, the transfer 
tax should not be unduly increased in the future. At present, however, the 
rates could be doubled. 

5. Tax on the registration of business 

Business firms must register annually and pay a registration tax which 
varies in accordance with the capital of the business. 

The tax involves heavy workload for the administration and yields only 
small amounts of revenue. 

The report recommends the creation of a separate service of registra¬ 
tion, distinct from the General Administration of direct taxes. Registration 
tax rates should be uniform and should not be dependent on the capital of 

the enterprises, since this leads to unnecessary and complicated controls. 

6. Coffee export tax 

Until 1942, profits from coffee production were subject to the income 
tax. In 1943, a progressive export tax was introduced, with rates established 
in relation to the price of coffee in New York. The rates were increased 
several times. 

Present rates range between 10 per cent on that portion of the price 
not exceeding 30 dollars, and 30 per cent on the portion exceeding 45 dollars 

In view of the regressive character of the tax, the Jacob Mission rec¬ 
ommended its replacement by an income taxon coffee producers, combined 
with a reduced export tax of 5 per cent. The U.N. expert, after a careful 
analysis, concludes that such recommendations would result in a heavy 
loss of government revenue (more than 9 million colones in 1951). The 
project could only be supported if the export tax were retained at a rate of 
10 per cent. In any event, the reintroduction of an income tax on coffee 
producers would be a risky operation. 

7. Stamp taxes 

Stamp taxes should be simplified and should not include any consumption 
taxes or business taxes as at present. The customs stamp tax should be 
merged with import duties. The report strongly opposes the Jacob recom¬ 
mendations for the abolition of most stamp duties. Stamp taxes are re¬ 
garded as a good source of revenue, easy to levy and readily accepted by 
the population. 

8. Import duties 

Recommendations in the field of import duties and customs adminis¬ 
tration are to be made by an expert hired by the Government for this pur¬ 
pose. The report contains the following general views in this area: 

- opposition to the introduction of an ad valorem system, which seems 
to be premature in El Salvador; 

- recommendations for special duties on imports of luxury goods; 

- recommendations for the improvement of the tariff classification and 
the improvement of customs administration. 

9. Tax Administration 

The report contains three major recommendations in the field of tax 
administration; 

a. separation of tax assessment and tax collection: 

The General Administration of Direct Taxes should be relieved from 

the burden of tax collection and of business registration. A tax col¬ 
lection service should be established within the Treasury. 

b. decentralization: 
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The Report recommends the creation of local tax offices which would 
lead to a decentralization of tax assessment and an improvement of 
control. There should be, on the other hand, under the more immediate 
control of the central administration, a special office concerned with 
the taxation of the most important taxpayers (corporations and taxpay¬ 
ers having more than a certain amount of revenue or of capital, to be 
determined by decree). 

c. alleviation of the judicial character of the review procedure: 
Although some progress is acknowledged as a result of the Jacob Mis¬ 
sion, additional ways should be found to reduce the complications and 
delays which derive from purely judicial procedures. 

An increase of about 10 per cent in the yield of direct taxes could be 
expected from the combined results of such administrative improve¬ 
ments. 

The report also contains recommendations on the classification of 
revenues and codification of tax laws, and the introduction of a cadaster. 
The report does not take a position on the problem of local finance, which 
requires preliminary decisions on the responsibilities of local authorities. 


GUATEMALA!/ 


I. Fiscal setting ^/ 

The central government, which in recent years received approximately 
90 per cent of all public revenue, is by far the most important fiscal au¬ 
thority, Its expenditures in 1949 amounted to 49.4 million quetzales, against 
43.4 million quetzales of revenue. On the basis of actual receipts and ex¬ 
penditures, deficits amounting to 9.4 million quetzales have been accumu¬ 
lated in the last three years. Perhaps two-thirds of these deficits have been 

met out of previous surpluses. Estimates for 1950-51 provide for a bal¬ 
anced budget. 

1. Expenditures 

Total expenditures of the central government increased from 11 million 
quetzales in 1937/38 to 49,4 million quetzales in 1948/49. The major por¬ 
tion of this expansion was due to the increase in prices. The remainder of 
* res ulted from the assumption of additional functions by the central 
government, particularly in the field of economic development. The com¬ 
position of expenditures has changed substantially: expenditures for eco¬ 
nomic and financial development increased about tenfold between 1937/38 
and 1948/49, social and cultural expenditures eightfold, whereas adminis- 
rative expenditures increased less than four times and defence expendi- 
res rose only by approximately 180 percent. In 1948/49, the composition 
Q a was as follows: administrative expenditures 31.3 per cent, 

s °cial and cultural expenditures 33,3 per cent, expenditures for develop- 

ent 23.3 per cent, defence expenditures 10 per cent, public debt services 
lA per cent. 


of G uatemala, R eport o f a Mis sion sponsore d by the 
~ TljajjpmU jank for Reconstruction and Development in co Ilaboration with the 

Washington 1951, IBRD Special publication, Sales No.: 
• 1^51.2. Chapter LX of the Report reviews the financial resources available 

Inr i ___ _ 


m\estment; Sections 3 and 4 are on taxation and public borrowing. 


2 j g - -wn/uu o uuu 1 ai c Oil La Aa l iUII a I pUUHL UU1 1 U w I l . 

a lso John Adler, E. Schlesinger and E. Olson. Publ ic Finance a nd E conomic 
- J»^g_^pn^ent_jn_G u atema 1 a . Stanford University Press, 1951. 
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2. Receipts 

Approximately 80 per cent of receipts in 1948/49 were from taxes; the 
remainder consisted of proceeds from public services and income from 
public properties and enterprises. 

Among the latter, the net proceeds to the state budget of the govern¬ 
ment-owned Fincas Nacionales (whose sales of coffee totalled 7.3 million 
quetzales in 1948/49), cannot be determined with precision. These are 
estimated at over three million quetzales in the 1950/51 national budget, 
but at less than 700,000 quetzales in the budget of the Fincas. which have 
been autonomous since June 1949. 

Import duties and consumption taxes are by far the most important 
tax receipts: in 1948/49 they accounted respectively for 32.9 and 20.5 per 
cent of total revenue. Direct taxes have increased in importance, particu¬ 
larly in recent years, but even now do not provide for more than one-tenth 
of the total receipts. 

3. Public Debt 

The internal public debt has risen from less than five million quetzales 
in 1947 to almost 15 million quetzales at the end of 1950. The external debt 
(quetzales 670,000) is significant. In addition, a balance of €426,000 is 
claimed by the British Corporation of Foreign Bondholders. This claim 
however is not recognized by the Government of Guatemala. 


II. Recommendations of the Mission 


A. General 

An optimum six-year investment programme is proposed by the Mission 
providing for development expenditures of approximately 60 million quet¬ 
zales above the existing level of expenditure, ke., an increase of 60 per 
cent. In 1951/52, the first year, the increase in investment expenditure 
would be about 2 million quetzales, to be covered by additional revenue 
from the coffee tax. Gradual progress in the economy would permit an in¬ 
crease in expenditure during the later period. 

The optimum programme is based on the assumption that 20 million 
quetzales will be available from foreign loans. However, because the most 
favourable conditions for external financing may not be assured, the Mis¬ 
sion has prepared two alternative programmes based upon modified as¬ 
sumptions. One of these assumes foreign loans of 14 million quetzales; the 
other assumes no borrowing at all. 

B. Recommendations in the tax field 

The Guatemalan tax system offers substantial opportunities for in¬ 
creases in yields: (1) the present tax administration could be improved, in 
some cases greatly; (2) some tax rates are unnecessarily low; (3) there are 
several untapped sources of taxation available. 

The following additional revenue is expected from the reforms pro¬ 
posed by the Mission: business profits tax 500,000 Q., liquor tax 1 million 
Q., coffee export tax 4 million Q., income tax (first year) 1 million Q., 
property tax 700,000 Q., taxation of foreign enterprises 1 million Q. The 
total increase would amount to approximately 8.2 million Q. 

1. Income and profits taxes 
a. Business profits tax 

This tax, estimated at over 5 million quetzales in the 1950/51 budget, 
is a progressive tax on income of business enterprises with a capital ex¬ 
ceeding Q.2,500. The first Q.500 of net annual income are exempt. Amounts 
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in excess of 500 Q. are taxed at rates ranging from 5 per cent for the 
lowest bracket to 43 per cent for the highest bracket (Q.300,000 and above). 
Non-corporate farming enterprises are exempt, as are all mining and in¬ 
surance companies, but the latter are subject to a special tax assessed in 
lieu of the business profits tax. 

The Mission feels that administration of the business profits tax 
could be improved. Auditing of declarations is one or two years behind and 
the number of accountants is not sufficient to handle the accumulation. 
Moreover, the auditing consists merely in checking the declaration against 
the figures in the taxpayer’s books. No attempt is made to verify by means 
of approximate checks on volume of business, inventories, mark-ups and 
similar information. 

There is apparently a considerable volume of tax evasion in the valua¬ 
tion of profits on retail sales. The evasion is facilitated by poor accounting 
methods. While little can be done in the short run to improve bookkeeping 
practices, a more aggressive auditing of tax returns would result in an im¬ 
mediate gain in revenue. 


b. Income tax 

In the last three years efforts have been made to enact a general in¬ 
come tax which would subject income from sources other than business 
enterprises to approximately the same rates as those of the present busi¬ 
ness profits tax. 

The establishment of a personal income tax, as proposed, would be an 
important step towards higher standards of fiscal productivity and justice. 
From a purely budgetary point of view, however, it is not certain that it 
would result in greatly increased revenues. The coffee export tax and the 
business profits tax must necessarily be credited against the new income 
tax, thus reducing the net increase in receipts to be expected. On the other 
hand, efficient administration of the income tax will be slow to develop. 

c. Taxation of foreign enterprises 

Under contracts entered into by the government in connection with 
original operating concessions, the three largest foreign companies doing 
business in Guatemala - the United Fruit Company (including its subsidiary, 
the Compama Agricola), the Electric Company (Empresas Electricas), and 
the International Railways of Central America (IRCA) - are exempt from 
the business profits tax. 

At present these companies pay only small export taxes on bananas and 
other taxable agricultural products, in addition to property taxes and im¬ 
port duties on items other than capital equipment. 

Taxation of income earned locally by such companies should be en¬ 
visaged. This problem cannot be solved, however, until the more general 
question of readjustment of existing contracts is successfully settled. 


2. Property tax 

The present rate of property tax (three quetzalesper thousand) should 
e ncreased to four or five quetzales per thousand. This would be facili- 
ed u the exemption of small properties - at present those valued at less 

man Q.100 - were raised to Q.300. The rates of the inheritance and gilt 
es c ould also be raised. 

out property taxation is based on an assessment of real estate carried 

but b ,qio and reViSedUpwardin 1931 • Another rev * s * on was begun in 1945, 
^ y 1949 only 25,000 properties were reassessed out of a total of 125,OOC)! 

e assess ed value of most properties is far below market value, repre- 
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senting no more than 20 per cent of the latter for urban property and 50 per 
cent for rural holdings.!/ 

Delinquencies on property tax are high. Tax collectors in the depart¬ 
ments are often paid under commercial contracts, receiving20 per cent of 
the collections, with a maximum of Q.100 per month; this results in a 
slackening of collections as soon as Q.100 have been earned. 

Upward revision of valuations, together with stricter action against 
delinquency, could double the present proceeds without altering the rates. 

3. Coffee export tax 

Export taxes, which in 1948/49 amounted to 2.6 million quetzales, or 
6 per cent of total revenue, are principally derived from the export tax on 
coffee, bananas and chicle. In November 1950, the export tax on coffee was 
raised from 1.65 cents per pound to a total of 6.00 per pound, or approxi¬ 
mately 12 per cent ad valorem at present prices. Sixty-two per cent of the 
additional revenue expected from this increase will be allocated to general 
budget purposes, 38 per cent to amortization and development purposes. The 
Mission feels that under present circumstances, the Stated share in coffee 
profits should be used almost exclusively for the development programme 
and that the above proportion should, at minimum, be reversed. 

At the same time, the Mission suggests that taxation of coffee should 
be on a progressive ad valorem basis. Since shipments commonly include 
grades of different prices, administration of a purely ad valorem tax pre¬ 
sents difficulties. However, there are ways in which it could be determined 
by an average weeklyor monthly New York price for all grades, or by some 
similar periodic adjustment. 2/ 

Furthermore, the Mission believes that the effective tax rate at present 
coffee prices should be at least equal to that in force in El Salvador, or 15 
per cent. In this way additional resources from the coffee tax could be put 
at four million quetzales, assuming no increase in present coffee exports. 

4. Import duties 

The yield from import duties in 1948/49 was more than 14 million 
quetzales, i.e., almost 40 per cent of total revenue. In nearly all cases the 
import duties are specific in nature. 

The Mission considers that duties on luxury goods could very well be 
raised. Increases could apply to such articles as jewelry, watches, silk, 
etc. Additional ad valorem duties could also be imposed on heavy luxury- 
type passenger cars. 

5. Consumption taxes 

In 1948/49, the total yield of consumption taxes was about 8.9 million 
quetzales, or 20.5 per cent of total revenue. Taxes on alcoholic beverages 
amounted to nearly 75 per cent of the total, tobacco taxes a little less than 
22 per cent, while other consumption taxes furnished less than 4 per cent. 


1/ This higher rate on rural property is a result of the frequent need for mortgage 
borrowing. Under the banking law such loans cannot exceed 50 per cent of the as¬ 
sessed value of the property. 

2/ A new coffee export tax has become effective in October 1951. The new tax ranges 
from Q. 4 per quintal, on coffee worth Q. 40 per quintal, to the highest tax cate¬ 
gory of Q. 8 per quintal, on coffee worth Q. 60 per quintal. The value is arrived 
at by taking the average of the New York spot quotations during the month of May 
preceding the crop year, for coffee of the Colombian Medellin type. The tax for 
1951/52 is Q. 8 per quintal. The new tax, coupled with a bumper crop, is ex¬ 
pected to produce 6. 5 million Q. additional revenue in 1951/52. 
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One of the most important sources of revenue loss is in the field of 
liquor taxation. It has been estimated that, out of a total of 12 million litres 
of alcoholic beverages produced yearly, only eight million pay the excise 
tax. It is generally believed that loss in revenue to the State from evasion 
of this tax alone amounts to three to four million quetzales. At least one 
million more quetzales could be obtained if enforcement were strengthened 
and penalties increased, 


IRAN I' 


I. Fiscal setting 


At the end of 1950. after a long inflationary process, the monetary 

situation seemed to be sound. The total debt of the government to the Melli 

Bank was relatively low (5.8 billion rials in early 1949). Between 1944 and 

1949, the central government sought no further advances from the Bank .V 

Accurate data on expenditures and receipts for recent years are not 

available, as a result of delayed control by the Court of Accounts. Actual 

expenditures and receipts for 1949/50 are evaluated at 9,535 and 7,795 

million rials respectively, the deficit amounting to 18 per cent of current 

expenditures. The budget is expected to show further deficits in the coming 
years. 


1. Co mposit ion of exp enditures 

Total expenditures in real terms have not changed greatly from prewar 
years. The composition of expenditures, however, has changed substantially. 
The most significant shifts were the increase in military and police ex¬ 
penditures: 32 per cent of total expenditures in 1950/51 as compared with 
2 per cent in 1936/37, and the decrease in public investment expenditures: 

per cent in 1950/51 as compared with 25 per cent in 1936/37. To in¬ 
crease expenditures for development purposes constitutes one of the major 
Problems of present fiscal policy. 

2. Receipts 

The real volume of government revenue is approximately the same as it 
was before the war, and the proportion between direct and indirect taxes 
as not altered significantly. 

At present, 70 per cent of government revenue comes from customs 
les > exc ises and state monopolies. In 1944, oil royalties amounted to 15 
hlT governmental revenue. Despite the great attention which 

?. een P a *d to income taxation, the relative significance of income tax 
actions to total tax revenue increased only from 12 to 16 per cent be- 

^een 1938/39 and 1949/50. 

not ^ rec ^ taxation of land revenue has remained abnormally low and does 
account for more than 2 per cent of total government revenue. 


in Ira^ ^ e ^ es finances iraniennes (Taxation and public finance administration 
Proera * re P or * a nd recommendations by a United Nations Technical Assistance 
( a vailab? me ex ^ ert » United Nations document TAA/NS/ERAN/6, New York 1951 
flict br w m ^ renc ^ °nly.) This report was prepared before the Iranian oil con- 
situation & u° U v* ^ secon d mission was sent to Iran in 1952 to study the financial 
P*8l) W 1C ^ resulted from the interruption of oil production (see below, 

2/ Sot? Pul i * 

orTT" IT-jjjja nce Inf ormation Paper, Iran, United Nations document ST./EC A/ 

ofc.K.A/4 loci : - c — 1 -- 

1951, page 52. 
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EL Recommendations of the expert 


A. General 

In addition to the specific measures recommended in the field of direct 
taxation, the report also contains a series of recommendations in the field 
of budgetary control, credit policy and government statistics. 

1. Budgetary control 

- administrative control by the Ministry of Finance should be 
established over public and semi-public enterprises which enjoy 
excessive autonomy. 

- control of accounts by the Court of Account should be speeded up 

(no official accounts have been published for the years after 1939/ 
40). 

parliamentary control should be better organized; in fact, there 
was no parliamentary control between 1944 and 1949, when ex¬ 
penditures and receipts were voted on a monthly basis. 

2. Credit policy 

Interest rates are excessive. Private participation in productive in¬ 
vestments is very low. Most investments are speculative (buildings, idle 
goods, etc.). In order to direct private capital into productive uses, a sys¬ 
tem of bonuses is recommended. Bonuses would be given to loans comply¬ 
ing with certain conditions defined by the government. Special funds would 

be provided in the budget for this purpose. In general, a more liberal credit 
policy is recommended. 

3. Government statistics 

Creation of a statistical working group composed of representatives of 
the Statistical Service of the Seven Year Plan, of the Research Department 
of the Melli Bank and of the Ministry of Finance is recommended. Such 
working group should immediately initiate a series of statistical surveys on 
national income and for development purposes. 

B. Recommendations in the tax field 

1. Income taxes 

The present income tax law of July 1949 is the sixth since 1930. Income 
taxes were first introduced in 1930 under the heading "Taxes on Companies, 
Trade and others". Under this law, net earnings of trading companies, 
salaries of government employees, and income derived from assimilated 
sources not specifically listed in the law were taxed according to different 
schedules of rates not exceeding 4 per cent. Merchants and various pro¬ 
fessionals were classified into several brackets on the basis of their vol¬ 
ume of business or established reputation and were taxed at fixed amounts 
varying with each bracket; banks and credit institutions were taxed at 0.05 
per cent of their annual turnover of bills and commercial papers. 

Between 1930 and 1939, four different reforms were introduced and 
rates were increased from 4 per cent to 20 per cent. In 1943, as a result of 
the recommendations of the Millspaugh mission, the income tax was radi¬ 
cally changed and the maximum rate brought to 80 per cent.!/ 

The present law, while retaining some of the features of the Millspaugh 
reform, reintroduced the schedular tax system which existed before the 
war. 


U S& e Public Finance Information Paper. Iran , op. cit. , pages 36-38 and Appendix A. 
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Under the present system, there is no global income tax. Taxes are 
levied separately on various categories of income: 

- On wages paid in the private sector progressive rates varying from 
5 to 50 per cent are levied after a basic exemption of 24,000 rials. 

- Business profits are subject to the same rates but the basic exemp¬ 
tion of 24,000 is enjoyed only by large businesses. Corporations are 
allowed a basic exemption equal to 5 per cent of their paid-up capital. 
Small businesses are taxed on a lump sum basis. 

- A flat rate of 12 per cent is levied on interest payments and bonuses. 

- A flat rate of 20 per cent is levied on several kinds of capital gains. 

- Real estate, such as houses, shops, stores, hotels, etc. are taxable at 
a rate of 10 per cent of 90 per cent of the amount of rent. 

- Revenue from cultivated land is taxed according to the nature of 
ownership and the period in which the land suject to the tax was sur¬ 
veyed. For lands recently surveyed the taxis 10 per cent of the total 
value of farm crops, payable by the owners. In other cases, the 
present tax liability is based on a multiple of tax liabilities deter¬ 
mined in cash or in kind under the land tax survey of 1925. The tax 
rate at that time was 3 per cent of the total farm output before dis¬ 
tribution between the owners and the cultivators. 


The following income is tax exempt: 

rental value of buildings occupied by the owner or his family. 

- income from Iranian securities (although the law is not specific). 

“ small agricultural income. 

R ecommended changes 

The Report underlines the necessity of maintaining, as much as pos¬ 
sible, tax features which have become familiar to the taxpayer. The three 
uiain objectives of the tax reform should be: establishment of a more co- 
erent and consistent tax pattern, simplification of tax assessment and im¬ 
provement of tax collection. The following reforms are recommended: 
a * In troduction of a global income tax 

Total earned and unearned income of a single taxpayer above 315,000 
rials should be subject to the progressive tax which has previously 
applied only to wages and salaries (5 to 50 per cent). However, in order 
to avoid excessive progressivity resulting from the application of these 
rates to consolidated income, maximum total taxation should not ex¬ 
ceed 35 per cent. Capital gains would be exempt from the global tax 

and would continue to be subject to a proportional tax of 20 per cent, 
b. Earned income 


Wage earners should continue to be taxed at the above rates, with a 
asic exemption of 24,000 rials. However, they should be entitled to a 
per cent deduction from wage income for each child under 18 years. 
13 proposal is justified by the present lag between wages and prices. 
Small businesses would remain subject to the present lump-sum 
system, without benefit of the 24,000 rials basic exemption. In order to 
re-establish equality in tax treatment, large businesses which hereto- 
t? re not Pay tax when profits were less than 24,000 rials or less 

Thp\ ^ er cen *°f tbe invested capital, should pay an annual license fee. 
ee should be 5,000 rials for unincorporated businesses and 5 per 

en of the paid-up capital, with a minimum of 10,000 rials for cor- 

in^th 10118 ' this tax would be payable to the national government; 

author' - UtUre ^ would be integrated in the revenue system of local 
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c. Unearned income 

The former 10 per cent flat rates on rents, cultivated land, income 
from foreign securities, and the former 12 per cent tax on interest 
payments and bonuses should be maintained as withholding taxes. If 
the taxpayer’s global income does not exceed 315,000 rials, the taxes 
withheld will account for the whole liability. Refunds will not be made 
if the withheld taxes are higher than the global tax. 

Income from domestic securities, as well as income from buildings 
occupied by the owner or his family, should be taxable. 

d. Income from land 

Pending reassessment on the basis of a new land survey, tax will be 
levied on the basis of the valuations resulting from the law of 1925. 
Taxes collected in kind should not be modified, but taxes collected in 
money should be increased by 250 per cent to compensate for price 
increases since the valuations of 20 years ago. In fact, the price in¬ 
crease would justify an even greater increase in the tax, but a larger 
adjustment does not seem advisable because of the uncertainty of the 
present assessment system and in view of the proposed reform towards 
a global income tax. 

e. O ther r ecom mendations 

Among various other recommendations, the following may be stres¬ 
sed: 

- income presumptions: for all taxpayers, total taxable income 
should not be less than an amount determined in accordance with 
specific outward indications of the standard of living. The occupancy of 
buildings which are not for professional use should make taxpayers 
liable, at minimum, for an amount equal to 3 times the rental value o 
the building. The first domestic servant will be deemed to correspond 
to 15,000 rials of income and additional servants to 30,000 rials each. 
A 4-cylinder car will make the owner liable for a minimum of 20,0 
rials of taxable income, and a 6 or 8-cylinder car for a minimum of 

40,000 rials. 

- communication of records: in the future, all corporations, ban , 
insurance companies, etc., should be compelled to transmit their boo s 
and records to specifically authorized tax officials. 

2. Dea th and gift taxes . . 

Inheritance and gift taxes were introduced in 1937 and have remainea 

unchanged to the present time. Receipts from the tax increased from 
million rials in 1938 / 39 , the year after its enactment, to 18 million in m / 
50. The increase as a result of price changes combined with the progres- 

sivity of rates, should have been at least 80 million. 

The low tax yield is a result of lack of control and of improper co - 
lection methods. Seventy per cent of the tax liabilities revised by the Ad- 
ministration are accepted without discussion by the taxpayer. is 
significant that heirs may dispose of immovable property and of securiu 
held in a bank by the deceased before the returns may be seriously verme . 

The tax is assessed on the basis of inherited shares. Rates are pr 
eressive after a basic deduction of 25 000 rials. Maximum rates app ica 
^"amounts over 500,000 rials for each recipient are 15 per cent except 
in collateral line, where they are lOper cent, and in direct line or e 

husband and wife where they are 5 per cent. t in 

The Report recommends an increase in rates and an improve 

assessment methods. An increase in yield ranging from 70 to 100 mill 

rials is expected. The following are the major recommendations: 
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- legal presumptions against simulated debts: debts recognized in the 
will and debts which fall due more than three months before the succession 
was opened should not be deductible; 

- valuation: furniture should be assessed at 15 per cent of the value of 
the buildings in which it is located. Art objects, jewels, precious stones, 
etc., should be estimated either at prices at which they are sold when an 
auction takes place within two years after death, or at 60 per cent of the 
estimated value in insurance contracts in force at the time of death and 
concluded less than 10 years before death. 

The Administration, in addition to its right to revise valuations, should 
use a right of pre-emption on buildings and business premises which seem 
to be undervalued, by offering to the heirs an amount corresponding to their 
valuation plus 10 per cent. 

- rates: rates should be doubled at the bottom and tripled at the top. 
The maximum rate, however, would be applicable above 1 million rials in¬ 
stead of 500,000. 

- disposal of succession items: the Administration should allow heirs 
to take over immovable property and securities only within two months 
after the return has been made and on the condition that a first instalment 
of the final tax has been paid, or that a sufficient amount has been set aside 
to guarantee the government rights. The present 10 days’ delay and the lack 
of precautionary measures permits taxpayers to avoid the tax and to organ¬ 
ize their insolvency. 

In order to compensate for these new burdens, the time allowed for 
filing returns would be increased from 2 to 4 months. On the other hand, 
the Administration would lose its rights two years after the return has been 
made for duties which appear to be payable without further research, after 
five years for omissions and inaccurate declarations, and 10 years for un¬ 
declared successions. 

3. Tax Administration 

Problems of tax administration are particularly important in Teheran, 
where two-thirds of the national income taxes are collected. 

At present, tax laws are not enforced properly. The lack of efficiency 

is primarily due to the lack of information and to insufficient co-operation 

between the various administrations. Employees are insufficiently paid. 

Although the number of government employees has increased as compared 

with the pre-war period, expenditures for administration, especially for 

salaries, have decreased in real terms. On the other hand, there is a lack 

of trained personnel, particularly in the field of business profits assess¬ 
ment and control. 

The recommendations of the expert apply mainly to the improvement of 
** assessment. Detailed and concrete proposals are made concerning the 
records to be kept by tax authorities at the various levels and the informa- 
ion to be exchanged between them: 

establishment of individual files, classified by streets; 
collection of relevant statistical data; 

establishment of productivity indices for the various business acti¬ 
vities in Teheran; 

- transmittal of information on all imports over 10,000 rials and all 
exchange operations exceeding a sum to be fixed; 

exchange of information between the Registry Administration (En- 
registrement) and the Income Tax Administration on transfers of 
immovable properties and establishment of new businesses; 
n °ther hand, the Department of Finance would be given the right 
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to verify the accounts and statements of authorized accountants. Heretofore 
tax officials have been obliged to recognize the views of authorized ac¬ 
countants. 

There are now two Tax Commissions which are in charge of examining 
litigious cases; the second, called the Reconsideration Commission, would 
be suppressed. Both commissions have the same composition and this 
duplication has created delays in the assessment and collection of taxes. 
Taxpayers would have a final recourse to the Financial Appeal Court. 

The Government should also be given priority in the collection of tax 
liabilities over other creditors of the taxpayers. Persons holding or owing 
properties to which this priority-right extends would not be permitted to 
dispose of the properties after they were notified by tax authorities. 

In order to improve the productivity and efficiency of tax administra¬ 
tion, bonuses would be given to employees in the income *tax and succession 
duties services, on the basis of their work and of the taxes they actually 
helped to collect beyond the declarations made by the taxpayers. Such 
bonuses should not exceed 30 per cent of the basic annual salary. 

4. Local finance 

Municipal revenues come from sources which vary from one province 
to the other. In addition to a share of 50 per cent in the proceeds of the tax 
on rents and 10 per cent in the taxes on income, the cities levy a series of 
special taxes which were created without any co-ordination. Some of them 
have undesirable economic effects, such as the internal customs, and the 
tax on electric lamps which contributes to inadequate lighting in some 
establishments. Some taxes, such as the ones levied on premises or on 
amusements are not objectionable in principle, but the rules for their as¬ 
sessment and collection are not co-ordinated on the national level and local 
authorities may apportion their burden somewhat arbitrarily among tax¬ 
payers. 

The Report proposes a strengthening of local finances. The creation of 
a joint committee is recommended, to be composed of representatives of 
Parliament, of the local authorities and of the central administration. This 
committee would survey the local taxes in force over the whole territory 
and draft a tax law which would enable the local authorities to face the needs 
for current expenditure and for interest payments on money borrowed for 
public works. 

The new municipal tax system should consist of: 

a. obligatory taxes, either linked with national taxes (a share in the 
proceeds of the taxon rents, the income tax, excises on alcoholic beve¬ 
rages), or imposed and administered by the municipalities (license 
fees on unimproved land, on slaughtered animals, cars and domestic 
servants). 

b. optional taxes: road taxes, stamp duties on posters, etc. 

The law should also list the various taxes to be repealed progressively 
as the above taxes are created or improved: internal customs, the tax on 
electric lamps, etc. 
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IRANI/ 

!• Fiscal position in 1952/53 and general recommendations 


The task entrusted to the United Nations mission sent to Iran in 1952 
was to study the financial situation which had resulted from the interruption 
of oil production and to recommend measures to improve the gravely de¬ 
teriorated financial position of the country. 

The stop-gap programme recommended by the mission covered only a 
maximum period of one and a half years. The Mission felt that if by that 
time the oil problem was not resolved, new measures of greater amplitude 
would have to be recommended. 

In its evaluation of Iran’s financial position, the Mission principally 
endeavoured to measure the financial incidence of the suspension of oil 
production. It estimated the total resulting loss of revenue directly or in¬ 
directly incurred by the public sector at between 6 and 9 billion rials for 
the year 1952/53. This loss was estimated to originate in the following ways: 

a. cessation of royalty payments by the Anglo-Iranian Oil Company 
amounting to 12.5 million British pounds in the year 1950/51; 

b. cessation of tax payments by the AIOC amounting to 2.5 million 
British pounds in the same year; 

c. cessation of the 20 per cent participation of the Iranian Government 
in dividends of the company (1.1 million British pounds in 1950/51), or a 
total loss of 16.1 million pounds on account of these three types of direct 
payments by the AIOC; and 

d. a deficit of at least 1.5 billion rials on account of the operations of 
the National Iranian Petroleum Company (1952/53 estimate). 

To this had to be added a decrease in internal taxes on gasoline (esti¬ 
mated to yield 448 million rials in 1952/53 against 584 million in 1949/50), 
a loss of profits from the sale of exchange certificates (such profits were 
829 million rials in 1950/51) and a decrease in import duties which already 
amounted to 326 million rials in the first six months of 1950/51. 

At the official exchange rate of the British pound, the total loss ap¬ 
proximated 4,5 billion rials. At the current effective rate of the pound, and 
taking into account that payments by the AIOC were very much below normal 
in 1950/51 on account of the reduced activity of the company, the mission 

estimated the total loss for the public sector to lie between 6 and 9 billion 
rials. 

The budget deficit for 1952/53 was expected to vary between 2.9 and 3.6 
illion rials, as a result mainly of the pronounced decrease in receipts (6.8 
1 lion rials in 1952/53 against 10.2 billion in 1951/52). In order to cover 
1 s deficits in the past two years, the government had drawn heavily on ad¬ 
vances from the Melli (Central) Bank and on the liquidities of public and 
semi-public authorities, especially the Organization of the Seven Year Plan. 

ese resources were practically exhausted. Since the fall of 1951, the 
mancing of the Seven Year Plan which was theretofore effected through 
earmarking of British pound revenue from the AIOC had practically stopped. 


^ finances de Tlran. (Report on public finance) prepared by Mr. 

amille Gutt, United Nations Technical Assistance Programme expert, United Na- 

10 ns, April 1953 (available in the United Nations Technical Assistance Adminis¬ 
tration files, in French only). 
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The programme recommended by the Mission consisted mainly of 
actions in three major fields: taxation, foreign exchange and foreign bor¬ 
rowing. 

With regard to foreign exchange policy, the Mission recommended the 
introduction of a system of flexible exchange control accompanied by a 
free market for some of the exchange earnings. The flexibility of the scheme 
was to reside mainly in the possibilities given to the Melli Bank to alter 
the exchange rates either directly or through the manipulation of the rate 
of a proposed foreign exchange tax on imports, to intervene on the free 
market and to modify the list of imported goods benefiting from the official 
exchange rate. 

In the field of borrowing, the Mission recommended a foreign loan of 
2,200 million rials guaranteed, if necessary, by the gold holdings of the 
Melli Bank. The purpose of the loan was to cover the remaining part of the 
government deficit which would not be met by the resources expected from 
the tax and exchange measures recommended by the Mission. 

II. Recommendations in the tax field 

Some of the tax measures recommended in the report are of a tempo¬ 
rary nature, being aimed solely at meeting the emergency situation. Of 
such nature are in particular the extraordinary capital levy and the tax on 
credit operations. Recommendations relating to the income tax and to 
succession duties are of a more permanent nature. 

1. Capital levy 

The Mission recommends that a one-time capital levy of 5 per cent be 
imposed on the value of all urban built property and all cultivated land. The 
tax is due by the landowners and cannot be shifted to the lessees. The 
valuation of property rests with the landowner, but strict rules are laid 
down for the control of declarations. No act of transfer of such property 
will be registered until proof is given that the tax has been paid. 

2. Income taxes 

The Mission recommends that rather than modifying profoundly the 
present income tax system, one should improve the existing taxes and wait 
until certain conditions for a successful overall reform are fulfilled. Out¬ 
standing among such conditions are the availability of a cadaster of im¬ 
movable properties and an overhauled, competent and stable fiscal ad¬ 
ministration. 

The changes recommended in the present law are as follows: 

a. Changes in income tax rate 

The rates of the income tax which are the same for salaries, wages, 
professional and commercial incomes should be raised. The minimum 
exemption of 24,000 rials should be maintained, but a modification of 
brackets is proposed which would raise effective rates from 5 per cent to 
6 per cent on the first taxable bracket and from 26 per cent to 30 per cent 
on income above 1 million rials. 

It is also recommended that salaries and wages of government em¬ 
ployees which are at present exempt should be made taxable as soon as a 
revision of such salaries and wages is undertaken. 

b. Taxation of companies 

The provision according to which companies do not pay income tax 
when profits are less than 5 per cent of paid up capital should be repealed. 
Companies should pay an annual license fee calculated on 5 per cent o 
their paid up capital, with a minimum fee of 10,000 rials. 
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Except for this elimination of the basic exemption the same rate 
structure applies to companies as to individuals. The change in the bracket 
structure of the tax noted above would thus reflect itself in effective rates 
on companies rising from 5 per cent on the first 75,000 rials to 30.3 per 
cent on the highest bracket from 800,000 rials to 1 million rials. 

c. Taxation of small business and artisans 

Small businesses and artisans are at present withdrawn from the pro¬ 
gressive rate structure and taxed on a "forfeitary basis which provides for 
lump sum tax payments. This system has given rise to serious abuses, as 
the majority of businessmen have made successful efforts to become taxable 
under it instead of paying progressive income tax. In the city of Teheran, 
e.g., 90 per cent of businessmen and of persons in the liberal professions 
are taxed under this system. 

The Mission recommends that the system be limited strictly to tax¬ 
payers with small incomes. It therefore proposes the reduction of the 
maximum income taxable on a lump sum basis from 118,000 rials to 
64,000 rials. 

d. Taxation on the basis of expenditures 

To check fraud in declarations of income, the Mission recommends 
that the following minimum incomes be assumed to have been received by 
taxpayers: three times the renting value of the principal residence and of 
secondary residences, if any, plus 150,000 rials for the first household 
employee and 30,000 rials for each additional one, plus 20,000 rials for 
each ordinary car and 50,000 rials for each luxury car. Such expenditures 
include expenditures made by other members of the family living with the 
taxpayer during the taxable year. 

e. Tax on income from urban property 

The tax on urban property yields very little revenue (84 million rials 
in 1950/51). The tax is levied at a rate of 10 per cent on nine-tenths of 
rent income. Its main defect lies in the tax base, as rents are greatly 
understated. The Mission proposes that abnormally low rent income be re¬ 
placed by a percentage of the value of the property as established for the 
capital levy. 

It also proposes that imputed rent from owner-occupied buildings be¬ 
come taxable. 

*• Tax on income from cultiv at ed land 

Land tax assessments do not correspond to actual values. The Mission 
proposes that until a cadaster of immovable property is established, the 
tax be assessed on the basis of the part of crops which the landowner 
abandons to the farmer (10 per cent of the crop) or remits to the munici¬ 
palities (10 per cent of the crop),if the latter is greater. 

The Mission also feels that a progressive tax on income from culti¬ 
vated land could be established without difficulty. 

Qther recommendation s 

Construction, transport and certain other contracts are presently taxed 
at rates varying from 2 to 4 per cent of the value of the contract in lieu of 
income tax. Contracts below 25,000 rials should be exempt. Income from 
contracts derived by businesses which are otherwise liable to the pro¬ 
gressive income tax should become taxable under the latter. In such cases 
credit should be given for the tax on contracts. 

Sundry incomes presently listed together with capital gains from the 
sa e of built property and of cultivated land should be segregated and treated 

separately. 


The existing provision under which the Ministry of Finance is in fact 
bound by income declarations of companies and merchants whose accounts 
have been signed by certified accountants should be repealed. 

Verification of accounts and books of corporations, banks, insurance 
and transport companies should be strengthened. 

The customs administration and the exchange control department 
should transmit to the tax administration monthly information on individual 
transactions which are known to them. 

3. Death duties 

The government proposes to replace the present system of succession 
duties levied on inherited shares by a system composed of a flat 5 per cent 
tax on the total estate above 200,000 rials, plus a progressive tax on each 
inherited share. 

The Mission does not approve of this proposed change on the ground that 
it will complicate the task of the tax administration and that the 5 per cent 
global tax will impair the progressivity of the rates on inherited shares. It 
favours therefore the present system but proposes a modification of the 
bracket structure in order to increase the progressivity of the rates. 

The second major weakness of the death duties, besides inadequate 
progressivity, lies in insufficient control and in the presence of certain 
loopholes in the law. The Mission recommends in this respect that the 
proposals of the previous United Nations expert sent to Iran 1/ be put into 
effect. 

4. Other taxes 

The Mission also recommends increasing: 
motor vehicle taxes (additional yield of 42 million rials); 
liquor excises (additional yield of 150 million rials); and 
stamp duties (additional yield of 36 million rials;. 

It also recommends the adoption of a temporary tax on credit opera¬ 
tions, levied at a rate of 4 per cent on the capital value of all credit opera¬ 
tions of governmental and private banks. The tax is aimed at restricting 
credit operations at the moment when the programme recommended by 
the Mission is put into application. 


ISRAEL y 
I. Fiscal setting 

As a result of large-scale immigration (e.g. close to 200,000 persons 
in 1951) and of a high volume of development and defence spending, Israel 
has suffered in recent years from serious balance of payments deficits and 
internal inflation, evidenced by currency devaluation, rising prices and 
lowering of the standard of living. A harsh winter in 1950 and a serious 
drought in 1951 have added to these difficulties. 

1/ See above, pages 78-79. 

2/ Revenue Administration and Policy in Israel, a report prepared for the Govern¬ 
ment of Israel by an expert appointed by the Technical Assistance Administration 
of the United Nations, United Nations Publications, Sales No.: 1953. II. H. 5. The 
expert appointed was the Director of the Fiscal Division of the United Nations 
Department of Economic Affairs. He served in Israel from 19 August to 21 No¬ 
vember 1951. A second report entitled Suggestions on Revenue Policy and Ad^ 
ministration was prepared by the same expert after a second mission to Israel 
from 20 June to 26 August 1953 (see hereunder page 90). 
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Since 1951 the new economic policy of the government has aimed at a 
reconstruction of the available spending power of the population. The 
principal monetary and fiscal measures were: the stopping of issue of 
treasury bills andlandbonds since the late summer of 1951; the strengthen- 
ingof quantitative credit controls since November 1951; and the stifling of 
potential inventory profits through tax measures. As a result,the changes 
in exchange rates in February 1952 did not have all the usual corollary 
effects of a devaluation. 

Since the major reason for the inflationary process is rather of a 
physical nature (burden of immigration, low productivity of the soil), the 
solution of the problem lies principally in the development of the natural 
resources. Fiscal and monetary policy can, however, serve to mitigate 
some of the evils of the maldistribution of available consumers’ goods and 
can be used to provide incentives to the worker and investor, or at least 
avoid disincentives. 

From the point of view of progressivity the Israeli revenue system 
compares favourably with those of most countries at a similar stage of 
economic development. Since 1950 direct taxes on income and wealth repre¬ 
sent roughly 35 per cent of total receipts. The income tax represented 
around 30 per cent of total receipts. Moreover, a large proportion of in¬ 
direct revenue is derived from taxes on non-essential products such as 
luxury goods, liquor and tobacco. Revenue from the luxury purchase tax 
has increased substantially since its establishment in September 1949, 
reaching an estimated I£22 million for 1952/53, i.e. nearly 15 per cent of 
total receipts. 

In spite of its relatively high technical level, the Israeli revenue sys¬ 
tem is not adequate to cope with the extraordinarily high expenditure pro¬ 
gramme. Although there has been considerable improvement in the propor¬ 
tion of total revenue to total expenditure, the tax yield in 1950/51 was still 
below 50 per cent of over-all Government spending. 

Revenue of all public authorities, including local contributions to the 
quasi-public National Funds, exceeded I£80 million in 1950. This repre¬ 
sented roughly 25 per cent of the national income, as compared with ap¬ 
proximately 27 per cent for the United States in the same year. 


n. Recommendations of the expert 
Sgjjg ral appraisal of the revenue system 

The revenue system which has been taken over from the mandatory 
administration has yielded good results, but after three or four years of 
emergency operations, must now be adapted to the requirements of an in¬ 
dependent state. 

Indirect taxation 

The indirect tax system should be adapted to an economy of austerity. 
e present 35 per cent ceiling on luxury taxation should be repealed, 
uxury travel should be taxed heavily. A general retail sales tax is to be 
^ejected outright, as it lays the heaviest burden on the poorest classes. A 
^road selective purchase tax at the wholesale level, along the lines of the 

r sh purchase tax, is recommended. Customs duties should be placed on 
^ ad Valorem basis. 

^ tog ome taxation 

dtst ih income ^ which was conceived as an instrument of income re- 
r ution has been distorted under the effects of inflation: (a) the lowest 
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income-tax paying groups have been forced below the subsistence level; 
(bj the top rates which reach 80 per cent apply now to a large number of 
taxpayers; (c) the declining purchasing power narrowed the real value of 
the brackets. 

In addition, the income tax presents a number of structural and 
functional defects: the introduction of a second "freezing point" in 1949 
has resulted in severe tax increases for relatively small increases in in¬ 
come and has reduced incentives for overtime. On the other hand taxable 
income is defined in a very narrow sense, excluding e.g. profits from sales 
of business assets. Wage-earners pay tax on current income, while self- 
employed persons pay tax on past income, sometimes as far as three 
years removed. Other significant problems are the present method of 
joint taxation of working couples which has operated as a disincentive to 
work, and the need for the integration of agricultural co-operatives into the 
tax-paying community. 

3. Property taxation and gratuitous transfer taxation 

Taxes on property at present yield very small revenue. They should 
in time become a major pillar of the revenue system. 

It is recommended that the existing property tax and the war damage 
levy be replaced ultimately by a net worth tax. The structure of such a tax 
should be set up in the near future and valuations started, but the tax itself 
should be introduced only after stabilization of the price level. At that 
time it might be possible to counteract the introduction of the net worth 
tax with a further reduction of the income tax. In the meantime, valuations 
would provide further checks on income and property tax declarations. 

The estate tax system yields very small results. In view of the social 
structure of the country which makes for frequent passing of wealth through 
gifts, heavy gift or estate taxation is not recommended at this stage. An¬ 
nouncement should be made, however, that such taxes would be strengthened 
as part of a lung-run reform. 

4. Social security taxation 

An analysis should be undertaken of the economic impact of social 
security financing from the point of view of its effect upon monetary circu¬ 
lation and its relation to the anti-inflationary programme of the government. 

B. Specific recommendations 1/ 

1. Progression of the income tax: rates, brackets and allowances 

The rate structure of the income tax has been sharply steepened by a 
rise in the degree of progression and by significant increases in the rates 
themselves, while the narrow brackets of the Mandate period have been re¬ 
tained. At the same time, an additional Absorption Tax has been introduced. 
The combined rates rise fairly steeply over a narrow range from 13 per 
cent on the first I£300 above minimum exemption to 80 per cent on income 
in excess of I£2,100, with a significant jump in the marginal rate from 45 
per cent on the I£901-l,200 bracket to 60 per cent on the I£ 1,201-1,500 
bracket. 

Allowances were originally granted in the form of deductions from in¬ 
come which resulted in unequal treatment of taxpayers with the same 


1/ The Government's proposals contained in the Income Tax Amendment Bill 1951, 
which was partly based on the expert's proposals, are summarized in Annex II 
to the expert's report. For the reforms which were introduced in July 1952, see 
the expert's second report, summarized hereunder, pages 90-93. 
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family status but with different incomes. This defect was minimized in 1948 
by limiting ("freezing”) the tax benefits from allowances to those obtained 
at an income level of l£ 1,200 after allowances. A second "freezing point" 
was introduced in 1949 for incomes which exceeded l£2,100 before allow¬ 
ances. At this point the benefits were reduced from the level attained at 
I€ 1,200 after allowances to that attained at I€900 net of allowances. The 
system resulted in an erratic marginal rate structure, extremely steep 
upwards at some points and actually falling back at another point, as shown 
by examples in the report. 

Expert's proposals 

1. Allowances 

a. the present method of calculating allowances should be replaced by 
a deduction-from-tax method. The double-freezing-point system should be 
abolished. In addition to providing for equal benefits to taxpayers in the 
same family circumstances, regardless of income, the deduction-from- 
tax system would allow for an easy method of calculating tax liability and 
for an unambiguous criterion to the legislators called upon to make adjust¬ 
ments in line with changes in the cost of living. 

A dual rate system, consisting of "normal" tax and surtax, with allow¬ 
ances against normal tax income only, is suggested as an alternative 
method for minimizing the impact of the freezing-point system. 

b. it is recommended that the level of basic exemptions be raised, in 
order to exclude from taxation a large number of persons whose real in¬ 
comes have shrunk below the subsistence level. 

- Rates and brackets 

The rate and bracket structure should be revised so as to reduce 
considerably the degree of progressivity of the tax at income levels where 
most overtime wage is earned. The top rate should be reached at a sub¬ 
stantially higher income than at present. This would reduce the disincentive 
effects of the present rate structure and would make it unnecessary to 

grant special tax concessions on income from overtime work, output 
premia, etc. 

" Separate assessment of wife's earned income 

Provision should be made for separate assessment of such income as 
a w °rk incentive in the middle and upper income groups. Low-income 
families which would derive no advantage from income splitting would bene¬ 
fit from an increase in the present "working wife" allowance for families 
filing joint returns. 

2* Concept of income: taxation of capital gains and of irregular income 

There are serious gaps in the present concept of income. Gains from 
. sale of capital assets and gains from irregular sources are not included 
ln the definition of income. Gains from the sale of land by non-dealers, 
w ile also exempt from income tax, are subject to a Land Betterment Tax 
w ose rates are lower than those applicable to ordinary income and bear no 
Proper relation to either the seller's capacity to pay or the economic de¬ 
sirability of the transaction. 

The expert recommends the following: 

a * Bu siness assets 

Gains from the sale of business assets should be fully taxable as 
ncome. Where the asset is replaced shortly after its sale, e.g. within a 

sto’v? 16 original gain should be taxable only to the extent to which it is not 
sor ed by the purchase price of the replacement. This is to take care of 
ar ship cases in times of inflation. 


b. Land 

Gains from the sale of land should be fully taxable as income. The 
Land Betterment Tax should be credited against the income tax to be levied 
on such gains, and should later be abolished. 

Gains should be averaged over the period during which the property 
was held up to a stated number of years and taxed as part of the income of 
those years or taxed in the year of sale at discounts increasing with the 
holding period. 

c. Non-business intangible assets 

Gains from the sale of intangible assets (securities) should be 
taxable like other capital gains. The Land Betterment Tax, payable on 
gains from the sale of shares in the case of closely held real estate com¬ 
panies should be credited against the income tax. 

d. Minimum exemption and unrealized gains 

For administrative reasons capital gains should not be taxable if 
they are below a modest minimum amount. Unrealized gains should not be 
taxable for administrative and equity reasons. 

e. Gains from irregular income above an exempt minimum should be 
fully taxable as income. 

3. Taxation of companies 

Companies are subject to a company income tax, levied at a rate of 
25 per cent on all income, and to a company profits tax - introduced as a 
war emergency measure, but made permanent in 1945 - also of 25 per 
cent, but levied only on income above a basic exemption of l£250. The 
company income - but not the profits - tax is credited pro rata against the 
personal income tax which shareholders owe on their share of distributed 
company profits. 

The expert recommends that all companies should remain subject to 
these taxes, but that the I£250 exemption now granted for the profits tax 
should be repealed. 

Closely held companies 

The large majority of companies in Israel are in fact incorporated 
partnerships, usually in the form of private companies, which are owned 
by a small number of shareholders, often members of the same family. 

The existing method of taxing such companies has distinct disadvan¬ 
tages. It discriminates among shareholders of different companies, laying 
different aggregate tax burdens on equal amounts of company profits de¬ 
pending on distribution. It furthermore makes tax considerations an im¬ 
portant factor in such economic decisions as distribution of profits, pay¬ 
ment of salaries and the very adoption of the corporate form itself. 

It is therefore recommended that closely held companies be taxed 
like partnerships, i.e. their profits be taxed as the personal income of 
the shareholders regardless of distribution. These companies would con¬ 
tinue to pay 50 per cent in company profits and income taxes, but share¬ 
holders would be taxed on their share in the entire profits, distributed and 
undistributed, and would receive full credit for the tax already collected 
from the company. 

4. Administration of the income tax 
Filing of returns and payment 

a. Instead of the present general but unenforced obligation of all 
persons to file, regardless of income, it is recommended that obligation to 
file should be limited to persons whose income reaches the bottom tax 
bracket. 
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b. Instead of sending out returns during the period from April to 
October, with the deadline for filing depending upon the date of receipt of 
the form, all income tax forms should be sent out within one month, and 
one deadline for filing (regardless of receipt of a form) should be fixed 
at three and a half months later. The balance due after the payments made 
under the pay-as-you-earn plan should be paid simultaneously with filing 
of the return. All deadlines should be strictly enforced. 

Pay-as-you-earn 

Instead of the present system of delaying final assessment sometimes 
for several years and exacting current payments on the basis of past 
assessments, it is recommended that all income tax be paid currently in 
four instalments based on estimated current year’s income and with a 
final adjustment on the basis of the final return for the year in question. 

Review 

Provisional assessment should be replaced by automatic payment of 
the balance due after the above mentioned quarterly instalments at time 
of filing the return. Review should be undertaken in the location where 
the employee lives, instead of the present practice of assessing him where 
he is employed. 

Investigation 

It is proposed to replace present automatic investigation of all returns 
by selective investigations; to create a special team of investigators; and to 
introduce a system of "information returns" by which the payer reports 
major payments of specified types. The filing of the proper information 
returns should be a condition for the granting of deductions to the payer. 

Criminal prosecution 

Tax evaders should be prosecuted rigorously and severely. Penalties 
in case of fraud should be fixed at a multiple of the amounts evaded. 

Accounting law 

The privilege of appeal should be denied to persons who do not keep 
accounts. Special efforts should be made to detect and prosecute auditors 
who certify fraudulent returns. 

Penalties 

An automatic sliding scale of interest payments and penalties based 
°n the length of delay in filing or payment should replace the present flat 
rate of 20 per cent for all delays in payment regardless of time. 

Mechanization 

It is proposed to mechanize offices for the purposes of: addressing 

returns; automatic reminders; expediting the dispatch of notices of assess- 

^ e nt, systematizing the imposition of penalties; speeding up and systema- 

j l * zin g tax collections. More space should be put at the disposal of income 

{ tax administrators and offices should be further decentralized geographi¬ 
cally. 

Tax jurisdiction 

d advi ^ our * professional judges should be established to which lay 
^ ce would be available through Consultative Committees. 

’ Sgll owship and scholarship plan 

of Rh re P° r t contains an integrated fellowship and scholarship plan 
field 68 a kr°ad for a number of officials of the Ministry of Finance. The 
^ incr» S Covere d by the plan are: customs and excises; financial statistics; 
to legiRM* administration; auditing; property tax administration; tax 

2 > p r * * 0n > budgetary management and organization; government accounting 

6 r 6s; teaching of public finance; and central banking. 
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ISRAEL 1/ 


1. Budgetary policy in general 

The expert’s view is that if the present rate of expenditures continues 
without increase in the yield of existing taxes and without re-institution 
of controls, the inflationary trend is bound to be strengthened; and that 
if new taxes or more taxes are levied various types of undesirable economic 
effects will result. 

A retrenchment policy is therefore recommended. Such policy should 
pay due regard to the type, volume and timing of expenditure cuts. A 
number of dangers are stressed such as the lack of recognition of the 
economic character of expenditures and the link of specific expenditure 

reductions with the yield from specific sources of revenue. 

On the revenue side, it is recommended that revenue policy be 

planned for all revenues simultaneously. Any experiments with new taxes 
should be avoided in the near future. The income tax should be relied upon 
as the main source of government revenue. The goal for the yield of the 
personal and company income tax should be some 10 per cent of the national 
income. Customs, excises and purchase tax should be a major support and 

a potential reserve in emergencies. 

2. Income tax proposals 

In July 1952, a substantial number of the defective features which had 
been discussed by the expert in his first report^/ were partly or wholly 
remedied by Parliamentary and government action. The rate structure was 
modified together with a change in the bracket system. The exemption 
structure was revised and the "freezing points" were replaced by a tax 
credit system. Separate assessment of husband and wife was allowed. 

The expert’s new proposals are as follows: 

- Ceiling of income tax 

At present there is a 50 per cent ceiling on the over-all effective rate 
of the income tax. This ceiling is unfair as it results in higher marginal 
rates for middle-income earners than for high-income groups. The 
ceiling should therefore be removed and replaced by a top marginal rate of 
e.g. 65 per cent which would be approximated by the over-all effective rate 

paid in taxes in the top brackets. 

- Review of marginal rates 

The need for a long-range policy of reducing steepness in rise of mar¬ 
ginal rates, particularly in the middle brackets, is re-emphasized. It is 
further recommended that all pending proposals be examined in great 
detail regarding their impact on individual taxpayer situations in various 
conditions, number of dependents, social charges, etc. in order to avoid 

accidental injustices. 

- Administration of the income tax 

The foremost administrative problem remains the problem of pay-as- 
you-earn. Unfortunately the introduction of " mikdannah " has confused the 
issue. Mikdannah is a prepayment of part of the income tax due in the 


1 j Suggestions on Revenue Policy and Administration, second report submitted by 
the Director of the Fiscal Division of the United Nations Department of Economic 
Affairs acting as a United Nations technical assistance adviser to the Minister of 
Finance of Israel, Jerusalem, August 1953. 

2/ See above, pages 85-88. 
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following year, but applied at rates different from those of the income tax. 
The yield is assigned to the development budget. This tax is strongly op¬ 
posed by the expert for economic, equity and administrative reasons. 
Payments on future liabilities should not be requested when payments on 
current and especially past liabilities are not yet collected. Furthermore, 
the tax amounts to a forced loan which will reduce the income tax yield in 
the coming year. 

Other measures recommended to strengthen the administration of the 
income tax are: 

a. co-ordination of tax administration activities at the top and closer 
co-operation in field offices; 

b. introduction of administrative and economic statistics for purposes 
of control and forecasting; 

c. requirement for firms obtaining government loans, subsidies or 
important business licenses to submit all records including bank 
statements; 

d. distribution of explanatory booklets to accompany tax returns; 

e. creation of a special investigation service in co-operation with 
other tax services; 

f. introduction of the use of an information return to obtain detailed 
statements from those claiming deductible expenses; 

g. systematic supervision of assessments and collections in metro¬ 
politan areas so that sub-stations are properly integrated with the 
head office of the area. 

- Penalties and jurisdiction 

a. It is commendable that automatic fines have been introduced for 
violations, especially for delays; but it is further recommended that all 
cases where there is serious suspicion of fraud be turned over to the 
judiciary; 

b. The Prosecutor General should appoint a specialist for tax cases, 
as soon as this is warranted by the number of cases; 

c. A specialized judge should serve on criminal tax cases,but such 
specialization should be separate from the judging of complaints by tax¬ 
payers against over-assessments. 

3. Income tax advantages in investment law 

The Law of 29 March 1950 for the Encouragement of Capital Invest¬ 
ments provides for a ceiling of 25 per cent on personal income taxes due 
on profits of approved undertakings, for the first five years of profitable 
operations. Thus the investor, but not the company itself, enjoys a tax 
rate reduction. This has encouraged initial investment. It is now necessary 
to encourage productive reinvestment. Another facility which immediately 
benefits the enterprise is the allowance of a double rate of depreciation to 
approved undertakings for the first three years on buildings, machinery 
and plant, plus 150 per cent of the normal rate for the following two years. 

The expert recommends to maintain the depreciation facility. With 
regard to the rate reductions, he recommends to allow reduction of the 
prevailing 50 per cent tax rates for companies which are approved under¬ 
takings to a rate of 25 per cent, provided that these reductions apply only 
to profits which are reinvested in approved activities of the companies. 
He does not object to granting advantages with regard to distributed profits 

as long as they are lower than those granted with regard to reinvested 
profits. 

4. Indirect taxation 

The indirect tax system of Israel comprises the following categories 


of receipts: customs duties (13.9 per cent of total tax revenue in 1952/53), 
fuel duty (11 per cent), excises (12.3 per cent), luxury taxes and selective 
sales tax (10.4 per cent), stamp duties (0.8 per cent), and entertainment 
tax (1.2 per cent). 

The expert recommends that cutting expenditures and improving the 
income tax should be given priority over the increase in indirect taxation. 
If the latter is necessary, however, preference should be given to those 
indirect taxes having the smallest effect on cost-of-living. Full support 
to administration of a selective purchase tax should be given before 
attempting experiments with turnover or general retail sales taxation. 

- Customs duties 

Under the Mandate, customs receipts represented the bulk of govern¬ 
ment revenue. Various factors, such as the need for exempting foodstuffs 
and other necessities, the decline in luxury imports and the increase in 
income taxes have reduced the ratio of customs duties to total tax receipts 

from 41 per cent in 1949/50 to 14 per cent in 1952/53. 

Improvements in the customs administration are not likely to bring 

about any very significant increases in yield. A close examination of all 
customs exemptions, however, might still lead to some increases. This 
applies especially to exemptions granted to institutions. The greater 
reliance on ad valorem rates which took place in 1951 and 1952 is con¬ 
sidered as having been successful. 

- Purchase tax 

The present luxury taxes and the selective sales tax should be merged 
into a graduated selective purchase tax, levied as much as possible at the 
manufacturers* level on the assumed wholesale price of goods. Its main 
advantages are considered to be: 

a. that it facilitates administration, A retail sales tax would involve a 
machinery required to check over one hundred thousand establishments, 
whereas the wholesale tax involves less than twenty thousand; 

b. that there is no pyramiding effect, provided that all goods used in 

further production are exempted; 

c. that it does not have the regressivity of a general sales tax. 

It is recommended that the tax be used to reduce excess spending in 
inflationary periods. The number of rates should be reduced and a schedule 
of three rates introduced with a possibility for additional rates only i 
serious reasons prevail. Conveniences should be taxed at higher rates 
rather than necessities at low rates. In the case of luxuries, it must be 
considered that although the criterion for fixing maximum rates is not 
primarily based on yield, the rates fixed for top luxury articles determine 
to some extent rates for other items. 

- Excise taxes . 

The excise tax on wine should be increased immediately. In case oi 

decline of yield from other taxes, taxes on tobacco, beer and liquor should 
also be increased. 

The fuel duty on benzine should be increased at least as long as ex¬ 
change rates for fuel remain unchanged. 

- Stamp duties .. 

Ad valorem stamp duties on bills of exchange and letters of crean 

could be used as anti-inflationary devices, as they may discourage these 
methods of using credit. 

Stamp duties should be generally limited to a very few activities where 
they either serve as transfer duties or service fees. 
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5. Revenue administration in general 

Recommendations are made to carry out the following proposals: 

- Create a career service in the revenue administration. 

- Provide for higher salaries, especially in the more skilled branches 
of work and at executive levels. 

- Unify the revenue administration, which now consists of four loosely 
connected administrations. 

- Plan joint inspection, investigation, research and statistics, and 
collection machinery. 

- Plan over the long run the establishment of district offices of the 
revenue administration where all tax services are coordinated. 

- Plan joint use of outside services in the Justice Ministry, the Central 
Bureau of Statistics, the Ministry of Trade and Industry, etc. 

6. Proposals on statistics 

The expert stresses the importance of utilizing the statistics furnished 
by the Central Statistical Office. In addition, the Ministry of Finance needs, 
for internal purposes, statistics which would guide the Minister in his 
evaluation of current situations and estimates for future developments. For 
these purposes, it is recommended that a small statistical unit be estab¬ 
lished in the Ministry of Finance. The first task of this unit should be in 
the field of revenue statistics.!' 


NICARAGUA V 
I. Fiscal setting 

1. Expenditures 

Net government expenditures averaged about 64 million cdrdobas a 
year from 1945 to 1950, or less than 10 per cent of the national income. 

In 1950/51 net expenditures amounted to 76 million cdrdobas, dis¬ 
tributed as follows: cost of collecting revenue, including customs duties, 
and other expenditures of the Ministry of Finance, 16.9 per cent; other 
general administrative expenditures, 14.2 per cent; defence expenditures, 
16.2 per cent; and debt amortization and redemption, 6.9 per cent. This 
left (after allowance for foreign relations and the communications service) 
15.4 per cent for education and public health, and 21.8 per cent for all 
economic and development activities. The share of these various activities 
in the total was in 1950/51 substantially the same as five years earlier. 

2. Receipts 

Total net revenue of the government amounted in 1950/51 to 84 million 
cordobas. The bulk of revenue comes from import duties and excise taxes 
which have averaged 85 per cent of total net revenue since the end of the 
war. This percentage declined slightly to 82 per cent in 1950/51 after the 
imposition of a coffee export tax of 3 U.S. dollars per quintal. 


II Detailed proposals are made on this point, especially with respect to income tax 
statistics, in Appendix No. 4 to the report. 

^ Ec onomic Development of Nicarag u a, Report of a Mission organized by the 
Ijiternational Bank for Reconstruction and Development at the request of the Gov - 


tmment of Nicarag ua , Johns Hopkins Press, 1963. Chapter IV Section 2 of the 
Report is on fiscal policy and development, Chapters XIX to XXIV are on taxation, 
tax administration and budget procedure. 
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Taxes on alcoholic beverages and tobacco are the major excises. 
Prior to 1949/50 these two taxes accounted for more than two thirds of 
all consumption taxes proper. While excises accounted for about one third 
of total tax revenue, import duties in recent years represented about one 

half of the total. 

There are no taxes on income. The property tax and the property 
transfer and inheritance taxes are the only direct taxes. Their relative 
contribution to total tax revenue declined from 5.9 per cent in 1944/45 to 

3.4 per cent in 1950/51. 

Export taxes increased moderately since the imposition of the export 
tax on coffee in 1950/51. They amounted to 8.8 per cent of total tax revenue 

in 1950/51. 

3, Public debt 

In June 1950 the public debt amounted to 51 million cordobas of which 
40.7 million were internal and 10.3 million external debts. In 1951 part of 
the proceeds from the exchange surcharges introduced in that year was 
used for the accelerated repayment of the internal debt. In May 1952, the 
internal debt in the form of Treasury notes, discounted at the Central 
Bank, amounted to 21 million cordobas. The external debt amounted to 
7.19 million cordobas and it was felt by the mission that the country could 
afford to incur additional external debt for productive capital investment 
purposes. 


II. Recommendations of the Mission 


A. General 

The overall economic programme formulated by the mission consists 
of a five-year development programme outlining the main investment 
objectives during the period. The bulk of the investment is recommended 
in transportation and agriculture, but substantial shares of the investment 
expenditures are also assigned to the education and public health sectors. 

In order to carry out the programme the mission proposes certain 
structural changes in the administrative system of the country including 
the establishment of an Instituto de Fomento . the improvement in the 
organization and staffing of the Ministry of Finance to carry out the pro¬ 
gramme of fiscal reform, and reorganization of the banking system, in¬ 
cluding the establishment of a central bank. The Report also contains a 
number of recommendations relating to the improvement of budgetary 
techniques and practices: 

1. Budget preparation . 

The mission recommends the appointment of a director of the budge 

within the Ministry of Finance and suggests that, in the long run, e 
placing of the Bureau of the Budget outside the Ministry of Finance and 
in the Executive Department would have definite advantages. The Bureau 
of the Budget should be concerned not only with the preparation of the 
annual budget, but also with long-range fiscal problems. This would re¬ 
quire close co-operation with the National Economic Council, the lns _i- 

de Fomento and the National Bank. 

2. Budget presentation . 

The budget should comprise all revenue, including earmarked an 

shared revenues. Revenue from government services and monopolies 
should be included in the budget on a net rather than on a gross basis. Ail 
departmental expenditures should be broken down into current, develop¬ 
ment and other capital expenditures. The present practice of incorporating 
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budget surpluses or deficits as revenue or expenditure in the budget of the 
following year should be discontinued. 

3. Budget execution 


The ® ureau °f ^e Budget should obtain statutory power to supervise 
disbursement of appropriated funds. The closed accounts should be sub¬ 
mitted in a form permitting appraisal of the overall results of the fiscal 


B - Recommendations in the tax field 

1. The tax system in general 

The present level of government revenue is too small to finance a 
evelopment programme adequate to meet the country's needs. Therefore 
one of the first tasks of the mission was to recommend measures for the 
improvement of the existing fiscal structure. The overall long-range 
objective of the fiscal reform is to achieve a level of government revenue 
from direct taxation of 35 to 40 million co'rdobas a year. 

The following are singled out as the main weaknesses of the present 
tax system: F 


- non-taxation of large segments of the population: since there is no 
general income tax, the large agricultural producers and cattlemen who 
receive a substantial share of the national income pay only the nominal 
property tax. Professional people are also subject only to such taxes as 
might apply to them as owners of real estate or other property; 

complexity of rates: the tax system has become more and more 

complex as a result of the continued imposition of new rates or new taxes 
placed on top of old ones; 

- high inelasticity: import taxes which are the main source of 
revenue, yield increased returns only in proportion to the rise in imports- 

- as a result of the absence of direct income taxes, the present tax 

system does not offer a means of channeling savings of the higher income 
groups into productive investments; 

- because of laxity in enforcing existing laws, most of the existing 
taxes yield even less revenue than could be expected from them. 

The reforms of the revenue system recommended by the mission 
include: 


a. the introduction of modern taxes on net income; 

b. an increase in rates and improvement in assessment and col¬ 
lection of the property tax; 

c. a review of all other sources of internal revenue and of the 

customs tariff, with the triple objective of reducing the burden of indirect 

taxes, of abolishing taxes whose collection costs are disproportionately 

nigh and of simplifying the tax system by consolidating different taxes and 
duties on the same object. 

2. Recommended income taxes 
a. Personal income tax 

The Mission recommends the introduction of a progressive per¬ 
sonal income tax. The tax should be universal, without discriminating 
among the various sources of income. The basic exemption should be 
e atively high and rates mildly progressive (5 per cent on the first part 
income between 20,000 and 50,000 co'rdobas, with a top rate of 15 per 
e nt on incomes over one million cordobas). 

inv 0rder t0 Promote the channelling of savings into productive 
of ,f tments > 1,131 portion of income which is invested in bonds and shares 
he jflgtituto de Fomento and its subsidiaries, and possibly of other 
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qualifying industrial enterprises, might be deductible for income tax pur¬ 
poses. Another possibility would be to exclude from taxable income divi¬ 
dends from the Institute de Fomento and its subsidiaries. 

Similarly, in order to stimulate development and improvement of 
farm land, appropriate deductions might be granted corresponding to the 
cost of clearing, terracing and irrigating land, or for the acquisition of 

farm machinery. 

Provisions should be made for averaging farm income over several 
years, either by carrying back losses or by averaging net income over, say, 

a three-to five-year period. 

b. Corporate income tax 

There are relatively few corporate enterprises in Nicaragua. At 
present, the only form of taxation to which they are subject is the property 

A corporate tax should be imposed at a rate of approximately 20 
per cent. It should be slightly progressive by granting an exemption for 

very small corporations (with an income of 50,000 cordobas, e.g.). 

Property taxes paid by the 36 foreign corporations operating in 
Nicaragua amounted in 1950/51 to only 218,000 cordobas or a little over 
30 000 dollars a year. For the duration of their concessions they are 
protected from new taxes. Foreign enterprises should not be f a y ou £® d 
over domestic capital, but should compete on an equal footing with it. ine 
principle of profit-sharing between foreign concessionnaires and tne 
Nicaraguan Government should be established. In the case of successful 
operations the government should obtain its share, not through specific 
taxes but by sharing profits on a sliding scale. Profit-sharing in eu 
of income taxation could be applied to all types of foreign enterprises 
which by the nature of their business require special contractual arrange¬ 
ments with the government. 


3. Property tax 

The property tax should become one of the pillars of the Nicaragu 
tax system. The low productivity of the tax is partially attributable to 
the fact that rates are low. The tax is assessed only on parts of the existing 
properties, and at values which are considerably below real market values 
Collection is based on self-assessment. There is no general cadastre, 
recording of property is voluntary. The local assessment boards canno 
assess property not declared unless they possess documentary pro 
ownership and cannot increase valuation of property already assesse 
recent years. No generally established minimum appraisal rates 
schedules are in use. Penalties are not sufficient to enforce the law. 


The Mission recommends: ohm.Id 

a. an increase in rates: the rate on owner-occupied homes shou 

be increased from 1 per thousand to at least 0.5 per cent and the rate o 
other property from 6 1/2 per thousand to 1 per cent. The basic exempt 

should be increased from 3,000 to 5,000 cdrdobas. earning 

b. penalization of idle land: a surtax on non-mcome-earnu* 

real property should be considered in order to compel owners of idle lanQ 
to lease it or cultivate it. This would also discourage speculati 


merits in non-cultivated land. , r ainps 

c. improvement of assessment methods:minimumaPP r aisal values 

for the guidance of tax assessors shouldbeset for widely dl f trl J ut ^ .^ lon 
of property such as urban real estate, cattle, coffee trees, e . P tQ 

may be added to the law, giving any person or government unit theg 1 
bid for a property at twice the value declared for tax purposes. A co p 
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cadaster of urban and rural property should be established. Credit ap¬ 
praisals by the National Bank and the Mortgage Bank could be based on 
property values declared for tax purposes. All property should be assessed 
in the department in which it is located and be re-appraised at least every 
five years. Penalties should be increased and enforced. 

4 * The property transfer and inheritance tax 

The present rate of 1/2 per cent of the transfer tax is very low. So 

are the rates of the inheritance tax, which is graduated according to the 

degree of parentage; for spouses and direct descendants rates range from 

1/2 per cent for legacies between 500 and 3,000 cdrdobas to 7 per cent for 
those exceeding 500,000 cdrdobas. 

The rates of both taxes should be raised. The property transfer 
and gift tax should be modified to include features of a capital gains tax. To 

discourage land speculation, increments in value should be taxed at higher 
rates when the holding period is short. 

The possibility of shifting from the present inheritance tax to an 
estate tax should be envisaged. 

5. Business taxes 

Business taxation is, at present, very light. There is no general 
usiness income tax. Some types of business are subject to special taxes 
on exports, or to licence fees; others are not. 


Trade establishments pay a very small combined gross sales and pay¬ 
roll tax. This tax is payable by all retail and wholesale establishments 
with annual gross sales of 5,000 cordobas or more. The tax is levied at a 

? f i 2 Per i, 1,0 2 0 ° n ^ Cash sales » ^ 2) reducti on of credit balances, 
(3J total payrolls. Several types of merchandise are exempt. Many mer¬ 
chants under-report their sales. The collectors of the tax are not regular 
employees of the Revenue Administration, and obtain their compensation 
in terms of an 8 per cent discount on the amounts they collect. 

The report recommends that this system be replaced by'direct filing 
of tax returns by trade establishments. The tax should be payable in cash 
or by check drawn to the order of the Revenue Administration, rather than 
by purchasing fiscal stamps and pasting them on returns, to be cancelled 
u c ° 1I 1 f ctors who frequently also the sellers of the stamps. Books 

should be inspected by periodic, unannounced spot checks by trained inspec¬ 
tors on the payroll of the Revenue Administration. 

6 - Licences, stamp taxes and t ransportation taxes 
a. licences 


The whole system of licences needs to be re-examined. When the 

output of an industry is heavily taxed (such as alcoholic beverages; the 

payment of a relatively insignificant monthly "patent" fee has little Justi¬ 
fication. 


With the introduction of a general income tax, the need for licences 
as a means of taxation of business will no longer exist. It is recommended 
that free registration (or a nominal fee; be substituted where maintenance 

of complete and up-to-date records of certain types of business is required 
lor regulatory or inspection purposes. 

b. fiscal stamps 

Revenue from stamp taxes is very small. The system of stamp taxes 
snould be reviewed in order to 

(lj eliminate from taxation those transactions which yield insignificant 

revenue; 

(2) consolidate stamp duties with other types of taxation; 
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(3) discontinue the present practice of granting an 8 per cent discount 
to vendors of fiscal stamps, 

c. transportation taxes 

The report recommends replacement of the flat highway use tax of 1.20 
cordobas by a graduated use tax, falling mainly on commercial trucking and 
bus lines. Commercial trucks should be taxed in proportion to mileage and 
to loads carried in order to enforce maximum load limits. 

7. Excises and import duties 

Excises and import duties combined average approximately 85 per 
cent of the total net revenue of the government. This proportion is ex¬ 
ceedingly high and should be reduced substantially. 

Excise taxes on mass-consumption goods, in particular those on 
sugar, meat, soft drinks and matches, should be either repealed or dras¬ 
tically reduced, even at the cost of a drop in government revenue. 

Import duties should be submitted to a thorough review with the 
following objectives: 

a. to establish new classifications for materials and products not 
listed in the tariff (which has not been subject to any general revision since 
1918); 

b. to integrate import taxes and surtaxes with customs duties; 

c. to reduce duties on consumption and on those capital goods which 
are not already duty free; 

d. to determine to what extent imports of staple foods and gasoline 
to the East coast area can be given the benefit of rebates or even exemp¬ 
tions to compensate for the transport disadvantages of that area. 

8. Export taxes 

Export taxes should be as far as possible integrated with the new 
income tax. Separate taxes on a few main export products should be main¬ 
tained at least until income taxes begin to yield a substantial revenue. 
Export tax rates should be reviewed each crop year in relation to average 
production costs and export prices. The rate structure should be designed 
to capture part of any windfall profits. 

9. Tax administration 

The revenue administration reflects the heavy reliance on import 
and export taxes. Nearly half of the government revenue is collected by 

the Customs Administration, which enjoys a semi-independent status within 

the Government. 

Costs of collecting internal revenue are high and may be estimated at 
approximately 7 per cent of revenue. 

The Mission recommends the following: 

a. appointment of a technical adviser to the Minister of Finance to 
help in the development of appropriate methods and techniques in the 
selection and training of staff and in the setting up of appropriate 
machinery for an efficient administration of the new income taxes; 

b. recruitment of additional personnel, better training of tax officials 
and payment of higher salaries; 

c. creation within the Internal Revenue Administration of separate 
divisions to deal with the property tax and the new personal and cor¬ 
porate income taxes; 

d. examination of the need for a Revenue Office in each department; 

e. integration of the Customs Administration within the Ministry of 
Finance; 

f. collection of all taxes exclusively by employees of the Ministry of 
Finance and elimination of independent collectors; 
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g. abandonment of the practice of negotiating lump-sum payments in 
lieu of taxes; 

h. utilization of efficient methods to audit regularly and frequently the 
local Internal Revenue and Customs Offices; 

i. examination of the possibility of using modern mechanical equip¬ 
ment for billing and posting. 

At the same time, an up-to-date and clear compilation of tax laws, 
regulations and procedure manuals should be put at the disposal of tax 
administrators and taxpayers. A thorough review of Nicaraguan tax legis¬ 
lation should be initiated to this effect. 


PHILIPPINES 1/ 

I. Fiscal setting 

Government finances reached a critical stage in 1951. The main 
problem was the failure of the government to collect adequate tax revenue 
to meet current expenditures and to finance the large investment outlay of 
state enterprises. As a consequence, the government has relied excessively 
on bank credit, and, more recently, as the deficit has grown, has had dif¬ 
ficulty in finding the means to meet its day-to-day obligations. 

1. Expenditures 

Expenditures of the national government have risen from 213 million 
pesos in 1946 to an estimated 502 million pesos in 1950, Expenditures on 
public investment and economic development (159 million pesos), on public 
education (134 million pesos), and national defence and police (110 million 
pesos) are the largest items. 

Aggregate expenditures of national and local governments accounted 
for only about 11 per cent of the gross national product. There seems to 
be little possibility for a net reduction in public expenditures. 

2. Receipts 

Total tax receipts of the national government are estimated at 273 
million pesos in 195Q e In 1949 they amounted to 311 million pesos or 80 
per cent of total receipts, and covered little more than 60 per cent of total 
expenditure. 

Under the present revenue system only 13 per cent of tax receipts is 
derived from income and profits taxes. The bulk of the receipts is repre¬ 
sented by excise and sales taxes. The present tax system is not designed 
to facilitate efficient assessment and collection. 

3. Financing the deficit 

Substantial national deficits have appeared in every year since 1945, 
with the exception of 1948. The accumulated post-war deficit is estimated 
at 461 million pesos. 

In the early years following liberation, the deficits of the Government 
were met by drawing on funds held abroad, by transfers from the currency 
reserves, and by borrowing from the United States Reconstruction Finance 
Corporation. As these sources were exhausted, the Treasury found it 


^ Report on a Tax Program tor the Philippines, United States Economic Survey 
Mission to the Philippines, September 1950. See also the general report of the 
mission, Report to the President of the United States by the E conomi c Survey 
Mission to the Philippines, Washington D. C. , October 1950. 
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necessary to have recourse to the banking system. Government securities 
have been sold to the banks to be used as a substitute for cash reserves, 
and a budgetary loan has been secured from the Central Bank. 

II. Recommendations of the Mission 

A. General 

Fiscal recommendations would implement two major objectives: 

1. an increase in tax receipts of 150 million pesos above the present 
level; 

2. a simplification and increase in the progression of the entire tax 
system, primarily by broadening the residence tax, by applying a progres¬ 
sive rate schedule to the corporate income tax, and by raising property 
tax assesments. 

The United States would help to carry out a five-year programme of 
economic development and technical assistance, by providing loans and 
grants of a recommended total of 250 million pesos. 

B. Specific recommendations in the tax field 
1. Income taxes 

Individual and corporation income taxes amounted to 48 million pesos 
in 1949 and 52 million in 1950, or about 13 per cent of national tax revenue. 
In 1948, corporations accounted for 57 per cent of the total. The greatest 
part of income taxes are derived from Manila (87 per cent in 1948). 

a. Individual income tax 

The individual income tax is levied at progressive rates on total net 
incomes. Rates range from 5 per cent on the first 2,000 pesos to 60 per cent 

on amounts in excess of 500,000 pesos. The tax on wages is withheld at 
source. 

High personal exemptions (1,800 pesos for a single person, 3,000 pesos 
for married people and 600 pesos for each dependent) wipe out most of the 
individual tax base (42 per cent in 1949). The tax returns show great con¬ 
centration in the lower income brackets: returns with.net income (before 

personal exemptions) of 10,000 pesos or less accounted for 97 per cent of 
the total returns filed in 1949. 

The Mission recommends the following: 

(1) reduced exemptions: 1,000 pesos for a single person, 2,000 pesos 
for married people and 500 pesos for each dependent. Total ex¬ 
emptions should not exceed 5.000 pesos, irrespective of the number 
of dependents. 

(2) change in rates: the rates for lower income brackets should be 
greatly increased. The new rates should be: 10 per cent on the 
first 6,000 pesos, 20 per cent on the portion between 6,000 and 
20,000 pesos, and 30 per cent on amounts exceeding 30,000 pesos. 
Together with the new residence tax, the maximum rate would 
amount to 70 per cent. 

(3) accelerated tax payments: current quarterly tax payments should 
be required from taxpayers not subject to the withholding system. 

An annual increase in revenue of 5 million pesos is expected from 
these recommendations. 

b. Corporation income tax 

At present, the net income of both Philippines and foreign corporations 
is taxed at a proportional rate of 16 per cent. Building and loan associations 
are taxed at a reduced rate of 6 per cent. 
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Improperly accumulated undistributed profits are subject to an 
additional tax of 25 per cent, which also applies to certain closely-held 
companies. 

Corporate dividends received from domestic corporations or resident 
foreign corporations are included in the corporate income tax base only to 
the extent of 25 per cent. 

The Mission recommends that corporations be subject to the same 
progressive rates as those recommended for the individual income tax. 
There would be a decrease of 4 percentage points on small corporations 
falling into the first bracket. 

The additional revenue expected from this recommendation is esti¬ 
mated at 15 million pesos. 

In a long-run programme, consideration should also be given to the 
following: 

(1) carry-over of net business losses; 

(2) lengthening of the one-year period for carry-over of capital losses; 

(3) taxation of corporations on the same basis as partnerships, since 
most corporations are owned by closely knit family-units. 

2. Property tax 

The property tax constitutes the most important single source of 
revenue for provincial and local governments. In 1949 it amounted to 28 
million pesos, i.e., 28 per cent of their total revenue from local sources. 

Present assessments are based on pre-war values and are far below 
actual prices. In the provinces, assessments are at about 70 per cent of 
the pre-war values. In the cities the ratio is about 70 to 90 per cent. In 
Manila, where assessed values have about reached the level of pre-war 
values, present assessment is at approximately 40 per cent of actual 
market prices. 

Only 14 of the 49 provinces have their own provincial assessors. In 
other provinces, assessment is performed in an incidental way by the 
provincial treasurers. 

Tax rates: In 32 provinces out of 49, and 12 cities out of 21, the rate 
amounts to 1 per cent of assessed value. In most others, the rate is below 
1 per cent. Tax delinquency is high. Collections on past years’ liabilities 
approximate 20 per cent. A major reason for this is the uncertain status 
of titles to property. 

Recommendations 

The tax should be strengthened to produce substantial additional 
revenue. The following measures are recommended: 

a. Increase and co-ordination of assessment: the strengthening of 
the residence tax and the establishment of a Tax Commission (see below) 
would lead to participation of the national government in the administra¬ 
tion of the property tax. Assessments could be increased by 25 to 50 per 
cent during the first two years and ultimately at least doubled. 

b. Individuals with assessed property in excess of 10,000 pesos 
could be required to include in the tax base an item for household effects 
amounting to 10 per cent of the assessed value of their residence, up to 
assessed values of 20,000 pesos, and 20 per cent of assessed values above 
that amount. 

An improvement in assessment of 25 to 50 per cent would raise 
property tax revenue by 10 to 20 million pesos a year. 

3. Residence tax 

The residence tax, which yields only small revenue (3 million pesos, 
0r 0.8 per cent of national tax revenue in 1949) is based on a system of 
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certificates which are issued on payment of the tax and which must be 
presented on certain occasions (e.g., on the receipt of wages, the issuance 
of a licence, etc.). Class A certificates are issued on payment of 50 cen¬ 
tavos by every inhabitant over 18 years of age who is regularly employed 
for at least 30 consecutive working days during the year and receives not 
less than 50 centavos a day, or who is engaged in business, or owns real 
property assessed at 1,000 pesos or more, or must file an income tax 
return. 

Class D certificates are issued on optional payment of 20 centavos 
by any person whose income and wealth fall below the standards specified 
for holders of Class A certificates. 

An n Additional Residence Tax" not to exceed 500 pesos, and graduated 
on the basis of property and gross income, is imposed on holders of Class 
A certificates with more than minimum standards; this tax is evidenced 
by Class B certificates. 

Every corporation is required to pay a regular tax of 500 pesos 
evidenced by Class C certificates, and an additional residence tax not in 
excess of 1,000 pesos based on the assessed value of real property and on 
gross earnings. (Class C - 1 certificates). 

The Mission recommends the utilization of the legal and adminis¬ 
trative framework of the existing residence tax in order to build a more 
progressive tax system, in which the residence tax would be similar to 
a surtax on income and property. 

To attain this objective, the base of the present additional residence 
tax for individuals would be rebuilt on the following three components: 

a. a property-tax component of 5 per cent of the assessed value of 
real property with an exemption up to 5,000 pesos of assessed value; 

b. a second property component equal to the value of property received 
as bequests and gifts; and 

c. a net-income-tax component, the same as the net income reported 
for individual income tax purposes. 

The rates recommended for the additional residence tax would range 
from 10 per cent on income between 10,000 and 50,000 pesos to 40 per 
cent on income of 200,000 pesos and above. 

The administration of the modified residence tax would be placed under 
a newly established Tax Commission which would serve generally as an 
instrument for strengthening tax compliance and tax administration. 

The reform would result in: 

a. an increased progression through combined income and surtax rates 

in a country with a weak personal income tax tradition (e.g., 10 per 
cent on incomes up to 6,000 pesos; 40 per cent on incomes between 
20,000 and 50,000 pesos; 70 per cent on incomes equal to or above 
200,000 pesos). 

b. an annual rise in revenue estimated at 25 million pesos, of which 
the income component would account for 10 million pesos and the 
property component for 15 million pesos. 

c. an assumption of partial responsibility by the national government 
for the administration of the property tax; 

d. a narrowing of the gross-receipts sphere of the present tax system; 

e. a more accurate measurement of ability to pay. 

4. Succession and gift taxes 

In 1949, tax collections under this heading totalled 2 million pesos, i.e., 
approximately 0.6 per cent of national tax revenue. 
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Succession duties comprise: 

a. an estate tax on the net estate of every decedent, at rates ranging 
from 1 per cent on estates between 5,000 and 12,000 pesos to 15 per cent on 
the part of the estate exceeding 1 million pesos; 

b. an inheritance tax at graduated rates varying with the degree of 
relationship of the beneficiaries and the size of the inheritance. 

The gift tax consists of a cumulative donor and donee tax, with the 
same rates as the estate and inheritance tax. 

The Mission recommends: 

(1) the repeal of the inheritance and donee tax. All transfers of property 
would be taxable under the new residence tax. 

(2; the fusion of estate and donor gift taxes into a single cumulative 
transfer tax, with an exemption of 5,000 pesos and rates ranging 
from 5 per cent to 50 per cent. 

The annual increase in revenue from the new transfer tax is estimated 
at 3 million pesos. 

5. Indirect taxes 

a. Excise taxes 

Excise taxes are the most important single source of revenue, amount¬ 
ing to about 134 million pesos in 1949, i.e., 33 per cent of total revenue. 

Excise taxes apply uniformly to domestic and imported goods, the 
latter providing about 85 per cent of the revenue. Cigarettes and gasoline 

are the principal imported items and account for 79 per cent of the revenue. 

The Report recommends an increase in rates, together with relaxed 
import controls, in order to provide 78 million pesos of additional revenue 
(cigarettes: 50 million, gasoline: 25 million, distilled spirits: 3 million 
pesos). 

b. Sales and other business taxes 

Business taxes are approximately equal in amount to excise taxes. The 
sales tax comprises 13 per cent of the total and is imposed at rates which 
vary with the type of articles and in some cases with price. Imported 
articles account for the great bulk of sales tax revenue, Articles subject 
to excise tax are exempt from sales tax. 

The Mission recommends that the government: 

(1) add 10 million pesos to total revenue by increasing to 100 per cent 
the sales tax on non-essential goods and by increasing to 20 per cent 
the tax on trucks, tires, and accessories. 

(2) strengthen the administration of the sales tax by making the tax at 
point of entry the final tax and by increasing the present tax base by a 
uniform mark-up of 25 per cent. 

(3j re-examine and simplify the entire system of excises, licences, 
business and occupation taxes. 

(4; de-emphasize, in the long run, this group of taxes in favour of 
larger revenue from income taxes. 

c. Import duties 

Import duties per se amounted to only 29 million pesos, or 8 per cent 
of national tax revenue. The bulk of the imports come from the United 
States and are duty-free, except for a licence fee of 1 per cent. Where im¬ 
port duties are levied, excise and sales taxes apply in addition to customs. 

Rates should be left unchanged, but, at the administration level, ar¬ 
rangements should be made with foreign governments to have foreign ex¬ 
porters affix Philippine revenue stamps to items imported into the country. 

6. Local finance 

Although the Report does not contain any specific recommendations 
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concerning local finance, the system is described and the question is 
raised whether undue control maintained by the national government over 
the revenues and expenditures of local government is conducive to the de¬ 
velopment of a satisfactory degree of local independence and efficiency in 
government. 


TURKEY 1/ 

I. Fiscal setting 

As with most under-developed countries, Turkey has experienced 
monetary instability during and since World War II. Money supply increased 
from TL307 million at the beginning of 1939 to TL 1,534 million at the end 
of 1949. During the same period the index of cost of living increased from 
100 to 380 o The inflationary process was due both to the inflow of foreign 
exchange during the war and to heavy investment expenditures after the 
war, financed to a considerable degree by Central Bank borrowing at a time 
when defence expenditures were increasing. 

The absence of consolidated financial accounts for the national govern¬ 
ment, the public entities (monopolies, state enterprises, etc.),and the local 
authorities, makes it difficult to evaluate the overall fiscal position of the 
country. The following figures relate only to the budget of the national 
government. 

1. Expenditures 

Total expenditures in 1950 are estimated at 1,489 million TL, the total 
deficit amounting to 174 million TL, against 114.6 million TLin 1948 and 
77.6 million TL in 1949. Defence expenditures are by far the largest single 
item: 458.2 million TL, i.e. about 31 per cent of total expenditures. Debt 
service and social expenditures account both for approximately 14 per cent 
of the total. Investment expenditures are generally recorded in the annexed 
budgets of the state enterprises. In 1951-52, total investment expenditures 
of the public sector are estimated at 757 million TL. 

2. Receipts 

Total receipts for 1950 are estimated at 1,313 million TL. Income 
taxes account for 31 per cent of the total, turnover taxes for 18 per cent, 
and customs duties for 8 per cent. The remainder is derived from various 
excises, stamp taxes and net receipts from state monopolies. 

3. Public debt 

At the end of 1950, the total public debt amounted to 2,565 million TL, 
of which 1,790 million TL were internal and 775.3 million TL external 
debts. Less than 10 per cent of the internal debt is held by individuals. The 
greatest part is absorbed by banks. 


y The Economy of Turkey, An Analysis and Recommendations for a Developn ieol 
Programme, Report of a Mission sponsored by the International Bank for Re conr 
str uct ionand De velopment in collaboration with the Government of Turkey, Wash' 
ington 1951, IBRD Special Publication, Sales No.: EBRD. 1951. 1, Chapter XI on 
Financial Organization and Policy. 
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EL Recommendations of the Mission 


A. General 

In the field of financial organization and fiscal policy, the Mission 
recommends the following: 

1. The Government should maintain consolidated financial accounts 
covering its operations and those of all its agencies; 

2. As the basis for a sound fiscal policy, the Government should pre¬ 
pare estimates at regular intervals of its proposed expenditures, in¬ 
cluding investment expenditures, and of the total financial resources 
that will be available; 

3. Total expenditures of the Government and of all government agen¬ 
cies should be limited to the amount which can be paid for out of 
ordinary revenues and receipts,or financed by domestic borrowing from 
the public or from foreign assistance; 

4. Net profits of state enterprises should be paid directly into the 
Treasury. Adequate depreciation funds should be clearly earmarked 
in the accounts of each enterprise. 

B. Recommendations in the tax field 
Income taxes 

Income taxes underwent a profound reform in 1949. Prior to that date, 
income taxes were established on the pattern of the old French system of 
presumptive taxation ( signe s exteri eurs ), and consisted of: 

a. a n patente n levied on a lump-sum basis or on the basis of outward 
indications of wealth (mainly rent), on profits from commercial, industrial 
or professional activities; 

b. a tax on public contractors, levied at a 3.3 per cent rate on the gross 
amount of the contracts; 

c. a tax on the declared income of certain large taxpayers (corpora¬ 
tions, bankers, importers, individuals paying more than 2,000 TL rent). 
The rates of this tax varied from 39.9 to 76 per cent. 

d. a tax on salaries and wages, withheld at source. 

This system was a heavy burden on wage-earners: out of a total of 
one million taxpayers, 53 per cent were wage-earners, 41.7 per cent were 
taxed under the patente, and 0.8 per cent under the system of income de¬ 
claration. The patente yielded around 14 per cent of the total receipts, the 
tax on wages 55 per cent and the tax on declared income 27 per cent. 

These rather archaic levies were replaced in 1949-50 by a modern in¬ 
come tax embracing a single taxon individual income and a tax on corpora¬ 
tions and companies. Some of the features of the former system were 
maintained for practical reasons: 

1. Individual income tax 

- income tax proper: this tax is levied on global income, without 
a.ny distinction based on the origin of income. Rates range between 15 per 
cent on the first TL2,500 and 35 per cent on income exceeding TL100,000. 
Income declarations have become the rule. Withholding at source has been 
extended to dividends and interests. Agricultural income is exempt. 

- tax on artisans and small traders: small artisans and business¬ 
men fulfilling certain conditions (annual rent not exceeding TL720, amount 
of merchandise purchased not exceeding TL60,000, etc.) are taxed on 
the basis of their declared rent or the estimated rental value of their 
premises. Itinerant merchants or artisans are taxed on a lump-sum basis, 
varying with the activity in which they are engaged and the value of their 

equipment. 
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2. Company taxes 

Corporations, including most public corporations, are taxed at a flat 
rate of 10 per cent. Dividends are subject to a 15 per cent withholding tax. 
Companies other than corporations are taxed at a rate of 35 per cent. 
Appraisal of the new system and recommendations 

The Mission welcomes the improvements realized through the adoption 
of this reform. Henceforward, the income tax will bear far less heavily on 
wage and salary earners. It will also decrease considerably the number of 
businessmen formerly taxed on a presumptive basis. Furthermore, by 
making more personal enterprises subject to taxation on their actual in¬ 
come, and by lowering substantially the corporate income tax rate, the 
new law will help to remove an important obstacle to the use of the corpo¬ 
rate form of business organization. 

There remain, however, certain important defects: 

exemption of agricultural income: total exemption of agricultural 
income from tax is unjustified. An exemption could be granted, but it should 
be kept low since farmers automatically receive a special exemption through 

their non-monetary income. There is no justification for exempting farmers 

who enjoy substantial monetary incomes. The Mission therefore recom¬ 
mends such taxation. 

2. taxation of dividends: under the present system, stockholders re¬ 
ceive credit for the 15 per cent withholding tax, against their personal in¬ 
come tax, only if dividends are paid in the same year in which they were 
earned. Such practice leads to excessive distributions and hampers capital 
formation at the corporation level. 

2. land and buildings taxes: provincial or municipal land and buildings 
taxes constitute a major source of income for the local governments. How¬ 
ever, as a result of numerous exemptions and the lack of reassessment, the 
real value of the revenues derived from these taxes has been sharply re¬ 
duced. New buildings are completely exempt for a period varying between 
three and ten years. The personal income tax, on the other hand, provides 
relatively important exemptions for rental incomes and for capital gains 
on real estate. This has favoured investments in luxury dwellings at the 
expense of industrial investment. 

The Mission recommends that the present exemptions of buildings be 
drastically reduced and that land values be reassessed. 

On the other hand, the present animals tax, which is a crude and 
primitive tax per head, should be put on an ad valorem basis and combined 
with the land and buildings tax. 

4. transactions tax: the present transactions tax is defective in many 
respects. The main defect is the exemption of small firms. As soon as an 
industrial firm uses more than two horsepower of motive power or employs 
more than five people, it becomes subject to a heavy tax on output, yet it 
must continue to compete with smaller firms which remain exempt. This 
constitutes a direct obstacle to economic growth. The transactions tax is 
also faulty in that it has an excessive number of commodity exemptions, 
and requires a complex system of records and reports. 

The Mission recommends a thorough revision of the tax by removal 
of the exemptions of small firms, by a drastic reduction in the number of 
commodity exemptions, by reducing the rates, by eliminating duplicate 
taxation of the same goods and by simplifying administrative provisions 
concerning compliance. 

5. social security taxes : when a firm comes to employ 10 workers, it 
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becomes subject to the social security taxes, on employer and employee 
which amount to a total of 13 to 15 per cent of wages and salaries. As in 
the case of the transactions tax, this is an obstacle to the growth of small 

firms. Furthermore, these taxes involve rates which are excessive for a 
country in Turkey’s stage of economic development. 

The Mission recommends that the present rates be reduced and that 

a careful study be made to determine whether the present social security 

system has not resulted in an overcommitment of Turkey’s future re¬ 
sources. 

6. stamp taxes: present stamp taxes, despite their great number pro¬ 
duce only small revenue. They involve excessive costs of compliance and 
interfere in innumerable ways with the efficient conduct of business. The 
Mission recommends that the number of categories of acts subject to tax 
be greatly reduced and the remainder simplified. 

7 - tax administration: many improvements in tax administration have 

been enacted in recent years. Yet, procedures should be further simplified 

and standardized and the more onerous fiscal controls eliminated. The 

powers of the Ministry of Finance to enforce existing tax laws should be 
strengthened. 

local finance , the relative financial position of local governments 
has been seriously weakened, furthering the already strong trend toward 
financial centralization. To reverse this trend, local revenues should be 
increased to the point where they are at least as large in real terms as 
they were before the war. This could be best achieved by the proposed 
strengthening of the land and buildings tax. 


TURKEY U 


I. Recommendations in the budgetary field 

1. Simplification 

The present budget system which comprises a State budget annexed 
budgets and public enterprise budgets is very complex. It is not easy at 
present to determine the actual surplus or deficit of the whole government 
Whenever possible, the budget should be made simpler and more compre¬ 
hensive, with informative tables on all aspects of expenditure and financing 

2. Capital budget 

Since government is a large factor in capital formation and the country 
cannot afford the luxury of unwisely allocating its resources, a capital 
budget should be constructed, showing the programme of investment in 
buildings and capital goods and the methods to be used in financing them. 
A separate statement of capital items would not be adequate. It is necessary 
to draw plans over a period of years and to show the cost of the programme 
in each future year. The sources of funds should also be shown for each year 

3. Performance budget 

As soon as the necessary changes in accounts can be effected, a '’per¬ 
formance budget” should be adopted, to focus attention on the functions to 
e performed, the projects to be carried out and the cost of each. 


^ ^^jb jlities for Improving the Fiscal System of the 
a United States Mission to Turkey, November 1949, 


Turkish Republic. Report of 
mimeographed document. 
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4. Central Purchasing Commission 

The proposal for a Joint or Central Purchasing Commission as con¬ 
sidered by the government is welcomed. Such a Commission would help to 
avoid higher prices and competition of different departments for scarce 
items, but care should be taken that a technically sound plan is adopted. 


II. Recom 



endations in the field of taxation 


1. Major problems 

An increase in government revenue is necessary to remedy the deficit 

in the State budget which has occurred every year since 1931 with the 
exception of 1945. 

The tax burden is distributed in a highly inequitable manner; it is both 
regressive and discriminatory. The complexity of the system makes it 
difficult both for the administration to apply the taxes and for the taxpayer 
to comply with the taxes. The new measures introduced in 1949 are im¬ 
portant steps toward a modern tax system. However, there remain serious 
defects. The tax problems of Turkey will not be readily solved because of 
at least three obstacles: (1) a largely agricultural economy and low average 
standard of living, (2) a high level of illiteracy among the population, (3J an 
attitude of fear and hostility of taxpayers towards the government. 

A comprehensive economic approach to taxation is needed, one which 
will involve the development of a great deal of statistical and economic 
information, much of which is not available for Turkey. For a better tax¬ 
payer attitude, tax laws should be clear, simple and not subject to arbitrary 
interpretation. 

2. Income tax 

In general structure the income taxes on individuals and corporations 
adopted in 1949 resemble the net income taxes imposed in the more de¬ 
veloped countries. However, the new taxes are not in all respects universal 
taxes on net income. There are many exemptions made for administrative 
reasons which should be removed as circumstances permit: exemption of 
small traders and itinerant workers, and exemption of agricultural income 
mainly. Other exemptions, such as the exemption of persons under 18 years 
of age and over 65 years, and the tax credit allowed against income tax 
for buildings tax, should be repealed. 

Administrative discretion to determine tax liability should be limited 
to the smallest degree consistent with adequate enforcement of the law. 

Rates are low but appear to be reasonable under the circumstances. It 
would not be desirable to make any changes until after the income tax has 
been in operation at least one or two years. 

3. Land and buildings taxes 

Assessments do not reflect the actual value of land and the actual 
rentals of buildings. Although new assessments are required by law every 
ten years, assessments now in effect date back as far as 1922. A general 
revaluation of land and reassessment of buildings is desirable. The correct 
assessment of buildings for building tax appears to be impeded by the rent 
control law and by the fact that tax assessments rest on legal rents in¬ 
stead of actual rents. If it is not possible to correct the assessment to re¬ 
flect the true rent, consideration should be given to raising the rate of the 
tax on buildings. The exemption from the buildings tax of new residential 
construction should be repealed. 

4. Animal tax and poll tax 

The animal tax is payable on animals brought to market. There appears 
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to be no particular reason to tax this segment of agriculture more than 
others. When the tax system is modernized and other sources of revenue 
are further developed, the animal tax should be abandoned. 

The poll tax is a primitive form of taxation and highly regressive. Its 

principal function appears to be the taxation of persons engaged in agri- 

culture since other occupations and professions are taxed in other ways. 

hen better forms of taxation are devised for agriculture, the poll tax 
might well be reduced or repealed. 

5. Inheritance transfer tax 

. , Thelnherltance transfer tax yields little revenue but incorporates a 
desirable principle in the revenue structure. While the introduction of a 
large exemption and a simplified rate structure for the great majority of 

inheritance transfers seems desirable, progressive rates should be re¬ 
tained for large inheritances. 

6. Indirect taxes 

- Transactions tax 

. . Transactions taxes, and particularly taxes on manufacturers'sale&are 
defective in many respects, but Turkey is prevented by various factors 

ncluding literacy, the lack of record keeping and absence of bank accounts’ 
from making large use of more desirable taxes. The manufacturers' sales 
tax is superior to other taxes in use in Turkey and should be maintained- 
the numerous exemptions of commodities should be repealed- the only 
exempt sales should be sales of goods and services which are to be used 
in further production. Small businesses should be brought under the tax 
and some graduation of rates is probably desirable to protect the con¬ 
sumers of essential commodities. A decrease in rates would not prevent 

an increase in revenue since the volume of taxable transactions would be 
very much higher than under existing law. 

- Consumption taxes 

Heavy taxes on necessities of life are highly regressive and Inequitable. 
Since most commodities which might be subjected to special excise taxes 
are either controlled by revenue monopolies or are subject to the trans¬ 
actions tax, consumption taxes should be reduced or eliminated as rapidly 

as opportunity exists and better sources of revenue are available. 

- Stamp taxes 

Stamp taxes are a nuisance to businessmen and undoubtedly discourage 
Business transactions. Under present conditions it is not feasible to recom¬ 
mend the elimination or substantial reduction of stamp taxes, but eventually 

their scope should be narrowed by reducing the transactions to which thev 
apply. J 


- Customs duties 

A shift from specific to ad valorem rates would be an improvement. A 
modification in customs duties might be undertaken with a view to revenue, 

ut since customs have an important influence on the volume of international' 

ade, their modification cannot be considered solely from a revenue point 
oi view. ^ 

^‘ Tax Ad ministration and Tax Procedure 
~ Tax Administration 

In the field of tax administration, assessment and collection operations 
records are unnecessarily complicated. There are possibilities for in- 

en^ aS1I !f >the effectiveness and probably for reducing the number of persons 
^gaged in tax administration. No incentive is provided by the rigid system 
recruitment and promotion of personnel which prevails in the civil ser- 
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vice. Payment of more adequate salaries to personnel would be more than 
justified in terms of improved administration. 

- Tax Procedure 

Tax procedures should be revised for simplification and unification. 
Penalties should be made milder and more preventive in character. 

Tax procedure could be further improved by providing for an interest 
charge on unpaid taxes. The rate of interest should be fair; ideally it would 
reimburse the government for the delay in receiving payment, and remove 
the incentive which the taxpayer has to delay payment without placing an 
unfair burden on him. An appropriate rate to be charged to the taxpayer 

on unpaid taxes could be the rate of interest paid by the government on 
securities sold the public. 
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LIST OF REPORTS OF TECHNICAL ASSISTANCE MISSIONS TO UNDER-DEVELOPED 

COUNTRIES IN THE FIELD OF PUBLIC FINANCE SINCE 1945. V 
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Accelerated depreciation: see 
Depreciation allowances 

Accounting: 

government, study on: 5, 25; 

Chile, 53; Colombia, 58 
business; 20, 35; 

Colombia, 61; Guatemala, 73; 
Israel, 89 

Administration, tax: see Tax 
administration 

Afghanistan, mission to.- Ill 

Agriculture, taxation of: 

22, 36-38; Cuba, 65-66; 

El Salvador, 70; 

Guatemala, 74; Iran, 77, 78, 83. 
Nicaragua, 95, 96; 

Turkey, 106, 108; 
see also Land taxation 

Alcoholic beverage taxes: see 
Liquor taxes 

Amortization: see Depreciation 
allowances 

Animal tax: Turkey, 108-109 

Artisans, taxation of: Iran,77, 83. 
Turkey, 105 * 

Assessment, 

agencies: El Salvador, 70-71 
death taxes: Iran, 78-79, 84 
income tax, 31; Bolivia, 46-47; 

Chile, 55; Iran, 77-78,82-84; 
Israel, 85, 86-89; 

Turkey, 105-106 
presumptive: 

Bolivia, 47; Iran, 78, 83. 
Turkey, 105 

property tax: Bolivia, 48; 

Chile, 55-56; Colombia, 59; 
Guatemala, 73-74, 

Nicaragua, 96-97; 

Philippines, 101; 

Turkey, 106, 108 

Auditing: see Control 

Averaging of income: see Carry-back 
and Carry-forward of losses 

Betterment taxes: Colombia, 62 
Bolivia, 

missions to: 111 

fax system and technical assistance 
recommendations: 44-51 

Budget, 

administration: Bolivia, 44* 


Budget, (continued) 

Chile, 53-54; Colombia, 58; 
Nicaragua, 94-95 
capital and current: Chile, 53; 
Turkey, 107 

classification, study on: 5, 25; 
Bolivia, 44, 45; Chile, 53; 
Colombia, 58; 

Nicaragua, 94-95; 

Turkey, 107 

comprehensiveness: Bolivia, 44; 

Cuba, 64 

execution, study on: 5, 26; 

see also Budget procedures 
extraordinary: Bolivia, 44; 

Cuba, 64 

management: 5, 42 
procedures: Bolivia, 44, 

Colombia, 58; Cuba, 64; 

Iran, 75-76; Nicaragua, 94 - 
OS; Turkey, 107; see also 
Budget execution 

Burma, mission to: 111 

Business taxes: 

34; Chile, 54-55; Guatemala, 72- 
73; Iran, 77, 78, 82-83; 

Nicaragua, 97; 

Philippines, 103; 

Turkey, 105-106 

see also Corporation income taxes 

Cadaster: Chile, 55-56, 

El Salvador, 69 

Capital budget: see Budget 

Capital formation, fiscal policy: 1-11 

Capital gains, taxation of: 7, 35-36; 
Chile, 56; Colombia, 60; Cuba,65; 

El Salvador, 68, 69, 70; Iran, 77.’ 
83; Israel, 88 

Capital levy: Iran, 82 

Capital markets, lack of: 7 

Carry-back and carry-forward of 
losses: 10; Bolivia, 46; Cuba, 65; 
Nicaragua, 96; Philippines, 101 

Ceylon, mission to: 112 

Chile, missions to: 112 

tax system and technical assistance 
recommendations, 52-57 

Classification of government 
accounts: see Accounting 

Closely held companies, taxation of: 
Colombia, 60; Israel, 88; 

Philippines, 101 
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Codification of tax laws: 

Chile, 54; Colombia, 61; 

El Salvador, 71; Nicaragua, 99 

Collection of taxes: 

Bolivia, 48; Chile, 55; 

El Salvador, 70-71 
Guatemala, 73, 74, 75; 

Iran, 79-80; Nicaragua, 98 

Colombia, 

Public Finance Information Paper: 25 
missions to: 112 

tax system and technical assistance 
recommendations: 58-63 

Companies, taxation of: 

see Business taxation, Closely held 
companies and Corporation income 
taxes 

Compensatory fiscal policy: 

12 ff, 40-41; Chile, 53 

Concessions, tax: see Tax incentives 

Consumption taxes: 

Bolivia, 48-49; Chile, 56-57; 

Israel, 92; Guatemala, 74-75; 
Nicaragua, 98; Turkey, 109 

Control of declarations: El Salvador, 

70, 71; Guatemala, 73; Iran, 78, 84; 
Israel, 91; Nicaragua, 97, 98 

Control of public expenditures: 

Cuba, 64; Iran, 76; see also 
Budget procedures 

Coordination between tax 

administrations: Bolivia, 51; 

Iran, 79-80, 84; Israel, 91, 93 

Corporate form of business, incentives 
for: El Salvador, 68 

Corporation excess profits taxes: 
see Excess profits taxes 

Corporation income taxes: 34; 

Bolivia, 46-47; Colombia, 59-60; 

El Salvador, 68; Israel, 88; 
Nicaragua, 96; Philippines, 100-101 
integration with personal income 
tax: 34; Bolivia, 46 
introduction of: Nicaragua, 96 
rate structure: 

Bolivia, 46; Colombia, 59; 

El Salvador, 68; 

Philippines, 100-101 

Corporations, taxation of, 
study on: 25 

Cost of tax collection: 

Nicaragua, 97, 98 

Credit operations, tax on: Iran, 84 


Cuba, 

missions to: 113 

tax system and technical assistance 
recommendations: 63-66 

Customs, 

administration: 

Israel, 92; 

Nicaragua, 98; 

duties: see Import and Export 
duties 

internal: Bolivia, 51; 

Colombia, 63; 

Iran, 80 

Death taxes: 

Bolivia, 48; Chile, 56; 

El Salvador, 69-70; Iran 78-79, 84; 
Israel, 86; Nicaragua, 97; 
Philippines, 102-103 Turkey, 109 

Debt, governmental: 

Bolivia, 44; Chile, 52; 

Colombia, 58; Cuba, 63-64; 

El Salvador, 67; Guatemala, 72; 
Iran, 75, 81; Nicaragua, 94; 
Philippines, 99-100; Turkey, 104 

Deductions, 

business expense: see Depreciation 
allowances and Carry-back 
and Carry-forward of losses 
personal: see Income tax 

Depletion allowances:- 
Bolivia, 46 

Depreciation allowances: 10; 

Bolivia, 46; Chile, 54; 

Cuba, 65; Israel, 91 

Development corporations: 7; 
Nicaragua, 94 

Dividends taxation: 34; 

Bolivia, 46-47; Colombia, 60; 

Cuba, 64; Turkey, 106 

Earmarking of revenue: 42; 

Bolivia, 46; 

Colombia, 59 

Earned income, taxation of: 32; 
Bolivia, 46; Iran, 77 

Economic development, 
fiscal policy and: 1 
financing of: 4 ff 
and inflation: 8 ff 

Economic stability: 11 ff, 40-41 

Egypt, Public Finance Information 
Paper: 25 

El Salvador, missions to: 113 
tax system and technical as¬ 
sistance recommendations: 67-71 
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Enforcement, tax: Bolivia, 48; 

Chile, 55; Colombia, 61-62; 

Cuba, 66; Iran, 79-80; 

Israel, 88-89 

Evasion, tax: 21, Cuba, 64, 66; 
Guatemala, 73, 74, 75 

Excess profits taxes: 34; 

Chile, 54; Colombia, 59; 

Cuba, 65 

Exchange rates, multiple: 13, 

Bolivia, 50; Colombia, 61 

Excises: 38-39; Bolivia, 49; 

Chile, 56-57; Colombia, 61; 
Guatemala, 74-75; Israel, 92; 
Nicaragua, 98; Philippines, 103 

Execution, budget, study on: 5, 26; 
see Budget procedures 

Exemptions: see Personal income tax 

Expenditures, governmental: 

Bolivia, 43; Chile, 51-52; 
Colombia, 57; Cuba, 63; 

El Salvador, 67; Guatemala, 71; 
Iran, 75; Nicaragua, 93; 
Philippines, 99; Turkey, 104 

Export economies: 11 ff 

Export taxes: 13, 39-40; 

Bolivia, 49; El Salvador, 70; 
Guatemala, 74; Nicaragua, 98 

Extractive industries, taxation of: 33; 
Bolivia, 46, 49-50 

Extraordinary budgets: 
see Budget 

Fiscal policy, 

and capital formation: 1 ff 
and inflation: see Inflation 
and stability: 11 ff, 40-41 
objectives: 1 
redistributive: 16 ff 

Fiscal relations, intra-governmental: 
Bolivia, 51; Colombia, 62-63; 
Philippines, 103-104; Turkey, 107 

Foreign enterprises, taxation of: 
see Foreign investments 

Foreign investments: 16 
incentives for: 33-34 
taxation of, study on: 25; 

Bolivia, 47; 

Guatemala, 73; 

Nicaragua, 96 

Gasoline taxes: 

Bolivia, 49; 

Colombia, 61 


Gift taxes: Bolivia, 48; 

El Salvador, 69-70; Iran, 78-79; 
Israel, 86; Nicaragua, 97; 
Philippines, 102-103 

Government 

accounting: see Accounting 
debt: see Debt 

expenditures: see Expenditures 
receipts: see Receipts 

Grants-in-aid: Bolivia, 51; 

Colombia, 62-63 

Guatemala, missions to: 113-114 
tax system and technical as¬ 
sistance recommendations: 71-75 

Haiti, missions to: 114 

Honduras, mission to: 115 

Import duties: 13, 38; Bolivia, 49; 

El Salvador, 70; Guatemala, 74; 
Nicaragua, 98; Philippines, 103 

Income, 

definition of: Israel, 87-88 
earned and unearned: see Earned 
income 
in kind: 20 

irregular: Israel, 87, 88 

Income taxation: 19 ff, 31 ff; 

see Corporation income taxes and 

Personal income tax 

# 

India, indirect taxation: 38 
Public Finance Survey: 25 
tax concessions: 10 

Indirect taxation: 38-39; 

Bolivia, 48-49; Chile, 56-57; 
Colombia, 61; Guatemala, 74-75; 
India, 38; Israel, 85, 91-92; 
Nicaragua, 97-98; Philippines, 103; 
Turkey, 106-107, 109 

Industrialization: 14 ff 

Inflation, fiscal policy and: 8 ff; 
Bolivia, 45; Chile, 52-53; 

Israel, 84-85, 90 

Inheritance taxes: see Death taxes 
Investments, 

foreign, taxation of: see Foreign 
investments 

public, and economic development- 
4 ff 

private, and economic develop¬ 
ment: 7 ff 

speculative: see Speculative 
investments 

Iran, Public Finance Information 
Paper: 25 
missions to: 115 
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Iran, (continued) 

tax system and technical assistance 
recommendations: 75-84 

Iraq, Public Finance Information 
Paper: 25 

Israel, missions to: 115-116 

tax system and technical assistance 
recommendations: 84-93 

Japan, mission to: 116 

Judicial procedures: 

El Salvador, 71; Iran, 80 

Jurisdiction, tax: 

Bolivia, 50-51; Israel, 89 

Korea, mission to: 116 

Land survey: see Cadaster 

Land taxation: 36-38; Chile, 55-56; 
Iran, 78, 83; Turkey, 106, 108; 
see also Property taxation 
idle land, penalization of: 9; 
Colombia, 60-61; 

Cuba, 65; 

Nicaragua, 96 

Libya, missions to: 116 

License taxes: El Salvador, 70; 

Iran, 77; Nicaragua, 97 

Liquor taxes: Bolivia, 49; 

Chile, 57; Guatemala, 74-75 

Literacy: 20 

Local finance: Bolivia, 51; 

Colombia, 62-63; Cuba, 65; 

Iran, 80; Philippines, 103-104 

Luxury goods, taxation of: 9; 

Bolivia, 49; Colombia, 61; 

Israel, 85, 91-92 

Luxury spending: 

Iran, 83 

Manufacturer's tax: 32 

Bolivia, 48-49; Israel, 92; 

Turkey, 109 

Mechanization of tax administration: 
Israel, 89; Nicaragua, 98, 99 

Mexico, mission to: 116 

study on taxation of foreign 
investment in: 25 

Money economy: 20, 31 

Municipal finance: 

Bolivia, 51; 

Colombia, 62-63; 

Cuba, 65; 

El Salvador, 70, 71; 

Iran, 80 


National income 

government sector: 6 
ratio of taxes to: 6 ff 
statistics: 3; Iran, 76 

Natural resources, taxation of: 
Bolivia, 49-50; Iran, 81 

Net worth taxation: 21-22, 35; 
see also Property taxation 

Nicaragua, 

mission to: 117 

tax system and technical assistance 
recommendations: 93-99 

Panama, mission to: 117 

Partnership method of taxation: 
Colombia, 60; Israel, 88; 
Philippines, 101 

Patrimony tax: Colombia, 59 

Payment of taxes: Colombia, 61-62; 

El Salvador, 68 Israel, 88-89; 
Nicaragua, 97; Philippines, 100; 
Turkey, 109-110; 
see also Tax enforcement 

Penalties: Chile, 55; Cuba, 66; 

Israel, 89, 91; Turkey, 110 

Performance budget: Turkey 107 

Personal income tax: 19 ff, 31 ff; 
Bolivia, 45-46; Chile, 54-55; 
Colombia, 59-60; Cuba, 64; 

El Salvador, 68-69, Guatemala, 73; 
Iran, 76, 77, 78, 82, 83; 

Israel, 85-86, 86-87, 90-91; 
Nicaragua, 95-96; 

Philippines, 100, 102; 

Turkey, 105, 108 
assessment: see Assessment 
brackets: Israel, 87 
earned income: see Earned income 
exemptions, personal: 

Bolivia, 46; Chile, 54; 

El Salvador, 68, 69; 

Israel, 87; 

Philippines, 100 

exemption of certain income from: 

37; Chile, 54; Iran, 77; 

Turkey, 106 

integration with corporation income 
tax: 34; 

Bolivia, 46 
introduction of: 

Guatemala, 73; 

Nicaragua, 95 

payment of: see Payment of taxes 
rate structure: Bolivia, 46; 

Chile, 54; Iran, 76,77, 78, 

82-83; 

Philippines, 100 
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Personal income tax: (continued) 
taxes in lieu of: see Export taxes 
wife’s income: Israel, 87 
withholding at source: Bolivia, 46-47 

Peru, Public Finance Information 
Paper: 25 

Philippines, mission to: 117 

tax system and technical assistance 
recommendations: 99-104 

Presumptive taxation: Bolivia, 47; 

Iran, 78, 83; Turkey, 105 

Poll tax: Turkey, 108-109 

Primary commodities, taxation of: 33; 
Bolivia, 49, 50; Chile, 54; 

Cuba, 65-66; El Salvador, 70; 
Guatemala, 74; see also Royalties 

Production taxes: 38, Bolivia, 48, 49; 
Chile, 56-57 

Progressive taxation: 16 ff 

Progressivity of tax system: 

Israel, 86-87; 

Philippines, 100, 102 

Property taxation: 21-22; Bolivia, 
47-48; Colombia, 59, 60, 62; 

Cuba 65; El Salvador, 69 ; 

Guatemala, 73-74; Iran, 83; 

Israel, 86; Nicaragua, 96-97; 
Philippines, 101; 

Turkey, 106, 108; 
see also Land taxation 

Provincial finance: Bolivia, 51; 
Colombia, 62-63; 

El Salvador, 70-71 

Public debt: see Debt 

Public expenditures: see Expenditures 

Public investments: see Investments 

Public receipts: see Receipts 

Puerto Rico, mission to: 117 

Purchase tax: Israel, 92; 
see Sales taxes 

Real estate taxation: see Property 
taxation 

Real estate transfer taxes: 36; 

Chile, 56; El Salvador, 70; 
Nicaragua, 97; 

see also Capital gains taxation 

Receipts, governmental: 

Bolivia, 44; Chile, 52;Colombia, 
57-58; Cuba, 63; El Salvador, 67; 
Guatemala, 72; Iran, 75, 81; 

Israel, 85, 90; Nicaragua, 93-94; 
Philippines, 99; Turkey, 104 


Redistributive finance: 16 ff 

Reinvestment of profits, tax 
incentives for: 10, 34-35; 

Bolivia, 47; Cuba, 65; 

Israel, 91 

Remittances abroad: 34 

Residence tax: Philippines, 101-102 

Returns, tax: Bolivia, 47; 

Israel, 88-89, 90-91 

Revenue: see Receipts 

Royalties: 33; Iran, 75, 81 

Sales taxes: 38-39; Bolivia, 48-49; 
Chile, 57; Israel, 85, 92; 
Philippines, 103 

Savings: see Capital formation 

Schedular income taxes: see 
Personal income tax 

Simplification of tax system: 

Bolivia, 46; Chile, 54; 

Colombia, 63; Nicaragua, 95 

Social Security taxes: 

Israel, 86; Turkey, 106-107 

Speculative investments: 9, 36, 37; 
Chile, 55; Colombia, 60; 
see also Capital gains taxation 

Stamp taxes: Chile, 57; 

El Salvador, 70; Israel, 92; 
Nicaragua, 97-98; 

Turkey, 107, 109 

Statistics, fiscal: Iran, 76; 

Israel, 93; see also 
National Income 

Subsidies: Chile, 54 

Surtaxes: see Personal income tax 

Tax administration: 21, 35; 

Bolivia, 50-51; Chile, 54-55; 
Colombia, 61-62; Cuba, 66; 

El Salvador, 70-71; Iran, 79-80; 
Israel, 88-89, 93; 

Nicaragua, 98-99; Turkey, 107, 
109-110 

collection: see Collection 
enforcement: see Enforcement 
evasion: see Evasion 
incentives: 10, 33-34; 

Nicaragua, 95; 

see also Depreciation allowances. 
Reinvestment of profits 
procedures: see Assessment, 
Collection, Payment, Penalties, 
Judicial procedures. Al6o see under 
Income tax, Corporation income 
taxes, Transaction taxes, etc. 
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Taxation, 

and capital formation: see 
Capital formation 
level of: 6 ff; see also Receipts 

Technical assistance: 23 ff 
Conference on Comparative 

Fiscal Administration: 28 ff 
list of technical assistance 
reports: 111 

Thailand, mission to: 117 

Training of tax officials: 24, 35; 
Bolivia, 51; Colombia, 62; 

Israel, 89; Nicaragua, 98 ’ 

Transaction taxes: Chile, 57 ; 

Turkey 106, 109; see also’ 

Sales taxation 


Transportation taxes: 

Nicaragua, 98 

Turkey, missions to: 118 

tax system and technical assistance 
recommendations: 104-110 

Undistributed profits, taxation of: 

10, 34; Bolivia, 47; Cuba, 65; 
Israel, 91 

Value-added tax: 38 

Venezuela, 

Public Finance Survey: 25 

Withholding of income tax: 

Bolivia, 46-47 


v V *v 


ALLAHA IQ 



LIBRARY 



64356 


124 




WHERE TO BUY UNITED NATIONS PUBLICATIONS 
AND THE PUBLICATIONS OF THE INTERNATIONAL COURT OF JUSTICE 


AFRICA 

CAMEROON: 

LIBRAIRIE DU PEUPLE AFRICAIN 
la G6ranl«, B, P. 1197, Yaound*. 

DIFFUMON INTERNATIONALE CAMEROUNAISE 
DU LIVRE ET DE LA PRESSE, Sangm*lima. 

CONGO (L.opoldvilU): 

INSTfTUT POLITIQUE CONGOIAIS 
6 P. 2307, L*opoldvilU. 

ETHIOPIA: INTERNATIONAL PRESS AGENCY 
P. O. Bo* 120. Addii Ababa. 

GHANA: UNIVERSITY BOOKSHOP 
University College of Ghona, Legon, Accro. 

KENYA: THE E S A. BOOKSHOP, Bo* 30167, Nairobi. 

MOROCCO: CENTRE DE DIFFUSION DOCUMEN- 
TAIRE DU B.E.P.I. 8, roe Michaux-Belloire, Rabal. 

SOUTH AFRICA: VAN SCHAIK'S BOOK¬ 
STORE (PTY) LTD. 

Church Street, Box 724, Pretoria. 

SOUTHERN RHODESIA: 

THE BOOK CENTRE, Firil Street, Saliibury. 

UNITED ARAB REPUBLIC: LIBRAIRIE 
'•LA RENAISSANCE D cGYPTE" 

9 Sh Adly Po»ho, Coiro. 


ASIA 

BURMA: CURATOR. GOVT. BOOK DEPOT, Rangoon. 

CAMBODIA:, ENTREPRISE KHM^RE DE LIBRAIRIE 
Imprimerie & Papeterie Sari. Phnom-Penh. 

CEYLON: LAKE HOUSE BOOKSHOP 

Astoc. Newspapers of Ceylon, P. O. Bon 244, Colombo 

CHINA: 

THE WORLD BOOK COMPANY, LTD. 

99 Chung King Road, lit Section, Toipeh, Taiwan 
THE COMMERCIAL PRESS, LTD. 

211 Honan Road, Shanghai. 

HONG KONG: THE SWINDON BOOK COMPANY 
25 Nathan Rood. Kowloon. 

INDIA- 

ORIENT LONGMANS 

Calcutta. Bombay, Madras, Now Delhi 

and Hyderabad. 

OXFORD BOOK & STATIONERY COMPANY 
Now Dolhi and Calcutta. 

P 4 VARADACHARY & COMPANY. Modro*. 

INDONESIA: 

PEMBANGUNAN. LTO., Gunung Sohari 84, Djakarta. 

JAPAN: MARUZEN COMPANY, LTD. 

6 Tori-Nichomo, Nlhonboihl, Tokyo. 

KOREA, REPUBLIC OF: 

EUL-YOO PUBLISHING CO., LTD. 

5, 2-KA. Chongno, Sooul. 

PAKISTAN. 

THE PAKISTAN CO-OPERATIVE BOOK SOCIETY 
Docco. Ea»f Pakistan. 

PUBLISHERS UNITED. LTD.. Lahore. 

THOMAS A THOMAS. Karachi. 

PHILIPPINES: 

ALEMAR'S BOOK STORE, 769 Riial Avonuo, Manila. 
POPULAR BOOKSTORE, 1573 Doroloo Joso, Manila. 

SINGAPORE: 

THE CITY BOOK STORE, LTD., Collyer Quay. 

THAILAND: 

PRAMUAN MIT. LTD. 

55 Chakrowat Road. Wot Tuk, Bangkok. 

NIBONDH A CO., LTD. 

Now Road, Sikak Phyo Sri, Bangkok 
5UKSAPAN PANIT 

Mansion 9, Rajadomnern Avenue. Bangkok. 

VIET-NAM, REPUBLIC OP: 

LIBRAIRIE PAPETERIE XUAN THU 
185, rut Tu-do, B. P. 2B3, Saigon. 


EUROPE 

AUSTRIA: 

GEROLD A COMPANY, Graben 31, Wien, I. 

B. WUllEISTORFF 

Markus Sitfikusslrosse 10, Sofzbvrg 

GEORG FROMME A CO., Spengergasse 39, Wien, V. 


BELGIUM: AGENCE ET MESSAGERIES 
DE LA PRESSE, S. A. 

14-22, rue du Ptrsil, Bruxelles. 

BULGARIA: 

RAZNOIZNOS, 1, Tzor Assen, Softo 

CYPRUS: PAN PUBLISHING HOUSE 
10 Alexander the Great Street, Strovolos. 

CZECHOSLOVAKIA: 

ARTIA LTD., 30 ve SmeEkoch, Praha, 2. 
CESKOSlOVENSKtf SPISOVATEL 
Norodni TIFida 9, praha, 1. 

DENMARK: EJNAR MUNKSGAARD, LTD. 

N^rrcgode 6, K^btnhavn, K. 

FINLAND: AKATEEMINEN KIRJAKAUPPA 
2 Ketkuskolu, Helsinki. 

FRANCE: EDITIONS A. PEDONE 
13, rue SoufUat, Paris (V # ). • 

GERMANY, FEDERAL REPUBLIC OF: 

R. EISENSCHMIDT 

Schwanthaler Sir. 59, Frankfurt/Moin. 

ELWERT UNO MEURER 
Hauptstrasse 101, Berlin-Schdneberg. 

ALEXANDER HORN 
Spiegelgasse 9, Wiesbaden. 

W. E. SAARBACH 
Gertrudenstrasi# 30, Koln (1). 

GREECE: KAUFFMANN BOOKSHOP 
28 Stadion Street, Athens. 

HUNGARY: KULTURA, P. O. Box 149, Budapest 62. 

ICELAND: B(5kAVERZLUN SIGFUSAR 
EYMUNOSSONAR H F. 

Austurstroeti 18, Reykjavik 

IRELAND. STATIONERY OFFICE, Dublin. 

ITALY: LIBRERIA COMMISSIONARIA SANSONI 
Via Gino Copponi 26. Firenze, 
and Via Paolo Mercuri 19/S, Roma. 

LUXEMBOURG: 

LIBRAIRIE J. TRAUSCHSCHUMMER 
Place du Thkdlre, Luxembourg. 

NETHERLANDS: N.V. MARTINUS NIJHOFF 
Lange Voorhoul 9, s-Gravenhage, 

NORWAY: JOHAN GRUNDT TANUM 
Karl Johansgate, 41, Oslo. 

POLAND; PAN, Pofoc Kultur* i Nauki, Warszawa. 

PORTUGAL: LIVRARIA RODRIGUES Y CIA. 

186 Rua Aureo, Lisboa. 

ROMANIA: CARTIMEX, Str. Arisfide Briand 14-18, 

P. O. Box 134-135, Bucure*ti. 

SPAIN: LIBRERIA BOSCH 
11 Ronda Universidad, Barcelona. 

LIBRERIA MUNDI-PRENSA 
Costello 37, Madrid. 

SWEDEN. 

C. E. FRITZE S KUNGL. HOVBOKHANDEL A-B 
Fredigaton 2, Stockholm. 

SWITZERLAND: 

LIBRAIRIE PAYOT, S. A., Loutonne, Geneve. 

HANS RAUNHARDT, Kirchgasse 17, Zurich 1. 

TURKEY: LIBRAIRIE HACHETTE 

469 Isfiklal Coddesi, Beyoglu, Istanbul. 

UNION OF SOVIET SOCIALIST REPUBLICS: 
MEZHDUNARODNAYA KNYIGA 
Smolenskaya Ploshchad, Moskva. 

UNITED KINGDOM: 

H. M STATIONERY OFFICE 
P. O. Box 569. London, S.E.1 
(and HMSO branchei in Belfast, Birmingham , 

Bristol, Cardiff, Edinburgh, Manchester}. 

YUGOSLAVIA: 

CANKARJEVA ZALofBA, Ljubljana, Slovenia. 

drIavno p*fduze<5e 

Jugoiloveriko Knjiga, Terozije 27/11, 

Beograd. 

PROSVJETA 

5. Trg Bratstva I Jedlnstvo, Zagreb. 

PROSVETA PUBLISHING HOUSE 
Import-Etaort Division, P. O. Box 559, 

Terozije m/1. Beogrod 

% 

LATIN AMERICA 

ARGENTINA! EDITORIAL SUDAMERICANA, S A. 
Altinr 300. Bvrnoi Air,.. 

BOLIVIA. LIIKERIA SELECCIONES. Cotilla 972. La Poi. 


BRAZIL: LIVRARIA AGIR 

Ruo M«xico 98-B, Caixa Postal 3291, 

Rio d* Janeiro 

CHILE: 

EDITORIAL DEL PACIFICO, Ahumodo 37, SoMioga 
LIBRERIA IVFNS, Caiillo 205, Santiago. 

COIOMBIA: UBRERIA BUCMHOLZ 
Av. Jim.nei de Qu.iado B-40. 609016. 

COSTA RICA: IMPRENTA T LIBRERIA TREJOS 

Aporlodo 1313, Son Jo»4. 

CUBA l A CAS4 BEIGA. O Reilly 455. lo Hobono. 

DOMINICAN REPUBLIC: LIBRERIA DOMINICANA Jj 

Merced.. 49, Sonia Domingo. 

ECUADOR: 

LIBRERIA CIENTIEICA, Cojillo 362, Guayaquil: 

EL SALVADOR MANUEL NAVAS Y CIA. 
lo. Avenida »ur 37, Son Salvador. 

GUATEMALA: 

SOCIEDAD ECONOMIC A-FINANCIER A 
6a Av 14 33, Guatemala Cily. 

HAITI LIBRAIRIE A LA CARAVEllE" 

Port au-Prince. 

HONDURAS: 

LIBRERIA PANAMERICANA, Tegucigalpa. 

MEXICO: EDITORIAL HERMES. S. A. 

Ignacio Mcifi.cal 41, M4xico. D. F. 

PANAMA: JOSE MENENDEZ 
Agencio Internocionol d» Publication*., 

Aparlodo 2052, Av 6A, tur 21 38, Ponom6. 

PARAGUAY: 

AGENCIA DE 11 BRER IAS DE SALVADOR NIZZA 
Colie Pie Fronco No. 39 43. AsunciSn. 

PERU: LIBRERIA INTERNACIONAl 
DEL PERU. S. A., Coiillo 1417, lima. 

URUGUAY REPRESENTACION DE EDITORIALES, 

PROF. H D ELIA 

PI 010 CogoncBo 1342. 1° pi»o, Montevideo. 

VENEZUELA LIBRERIA DEL ESTE 
Av Mirondo, No. 52. Edf. Galipdn, Corotoi. 


MIDDLE EAST 


RAO: MACKENZIE S BOOKSHOP, 

SRAEl: BLUMSTEIN S BOOKSTORES 
5 Allenby Rd. and 48 Nochlol Benjamin SI- 
rl Aviv. 

ORGAN: JOSEPH I. BAHOUS 4 CO 
ar-ut-Kufub, Box 66, Amman. 

EBANON: 

HAYAT’S COLLEGE BOOK COOPe*A* ,v r 
2-94. rue Bliis. Beirut. 


NORTH AMERICA 


CANADA THE QUEEN'S PRINTER 

Ottawa, Ontario. ^ 

UNITED STATES OF AMERICA: SALES SECTION, 

UNITED NATIONS, New York. 


OCEANIA 


STPJLLIA: V 

K BOOKROOM. University. Ad#,0 ' d *: ^ 
IIVERSITY BOOKSHOP. St Lucl 
E EDUCATIONAL AND TECHNICAL §00 
op Shopping Centre, Darwin, N.f. 

LLINS BOOK DEPOT PTY. LTO. 
noth University, Wellington iIMITCO 

LBOURNE CO OPERATIVE BOOKSHOP 
Bowen Street, Melbourne C.l# Vic. 

LLINS BOOK DEPOT PTY LTD. 

\ Swoniton Street, Melbourne, Vic 
E UNIVERSITY BOOKSHOP. Nedlondn. 

IVERSITY 8COKROOM 

venity of Melbourne, Porhville N.Z. . jAAiffO 

IVERSITY CO OPERATIVE B 00 * 5 "?*!, 
nning Rood. Unlver.ity of Sydney. 

«V ZEALAND: 

iVERNMENT PRINTING OFFICE 
irate Bag, Wellington t 

d Government Bookshops In AvcAki**' 
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